


THE COST OF CAPITAL FUNCTION 
FOR A FIRM 


Robert M. Soldofsky 


AN APPROACH TO PRACTICAL BUDGETING 
John F. Rogge ; 


FACTS FOR COLLECTIVE BARGAINING 
John W. Hill 


ag /at *yotit *roqry uuy 
T¥O Axusqty * [Ue% 
wus TOT JO £q ST9A TUN 








IT’S CERTAINLY A FEATHER IN MY CAP! 
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IAS FOR POSTGRADUATE TRAINING 


IAS, of course, is not in competition 


with colleges or universities. Operating in the field of 
adult education, its function is to provide complete 


technical training in accounting and allied subjects, as well as refresher 


or advanced courses to those with previous accounting training. Also, in these 


complex times many with excellent educational 


One or more college 
degrees frequently are 
noted among the 
listed qualifications 
of IAS enrollees. 


During the past 

eight years* 12,053 

men and women who had 
graduated from 

college or university 
enrolled for IAS training. 


During that same period 
more than that number 
of others whose college 
of university programs 

had been interrupted 
prior to graduation 
also enrolled. 


* January, 1950 
through 
December, 1957 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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TRAINING 


backgrounds in the arts or sciences discover a 


need for professional training in accounting. 


e Throughout the country many university instructors 
in accounting make it a point to suggest IAS when they 
are asked to recommend a good home-study school. We 


are grateful for their fine co-operation. 


e The IAS elective plan enables the student to concen- 
trate his study efforts on those subjects that are a matter 
of practical concern in his work. Through home study, 
college graduates and others in need of refresher 
courses or additional advanced training can add to 
their technical backgrounds by making constructive use 


of their spare time. 


BUNTING The school’s 24-page Catalogue A is 
available free upon request. Address 


your card or letter to the Secretary, LAS 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD © CHICAGO 6, ILLINOIS 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 






CONCEPT OF MODERN CONTROLLERSHIP 
of Controliers Institute of America 







1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 









2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 










3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 










4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 






5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 









and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 












6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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With installation of one or more Friden 
Tape-Talk machines—each a “system” in 
itself —you can see the savings every hour! 

These machines process all kinds of office 
work, involving both numerals and words, 
automatically with punched paper tape. 
It’s a much simpler way of running an office 
than you have known. 

Friden promises this: In exact propor- 
tion to the degree of office automation you 
wish to achieve, Friden Tape-Talk machines 
will (1) Eliminate need for manual move- 


has the 


® 
, Automatic tape 
billing department in one desk 


Selectadato® Automatic 


tape reader-selector-sorter 


loxourutinr® Automatic tape 


writing-accounting machine 


‘ ® 
duatownriten Automatic 


justifying type-composing machine 


Quitomatic Srpout - Output Wachine 


Friden Mailroom Equipment 








ments and operator decisions; (2) Increase 
work volume output without increasing 
payroll costs or overtime; (3) End primary 
and compounded errors normally occurring 
in data recopying. 

The challenge of Friden Tape-Talk is big 
as your imagination—its application possi- 
bilities exactly suited to your needs. Get the 
facts now! Call your nearby Friden Man or 
write Friden, Inc., San Leandro, California 
. . . sales, instruction, service throughout 
U.S. and the world. 





© Friden, Inc. 


Odd-Punch® 
Automatic code tape 
adding-listing machine ; 


Automatic tape 
transmitter-receiver 


Friden fully automatic Calculator— 
The Thinking Machine 


of American Business 


Friden Natural Way 
Adding Machine 




















WHOLE DOLLARS FOR BANKS 


Editors, THE CONTROLLER: 

I have perused “Whole-Dollar Ac- 
counting,” published by Controllership 
Foundation, research arm of Controllers 
Institute, and after I get by the tax rush, I 
will read it more thoroughly. My work 
being mostly in banking where daily 
proofs are a must, I will be quite inter- 
ested in trying to see how the method 
might be used. I believe one of the chains 
in New York State uses the method 
for installment loan payment schedules, 
rounding out the amount of the loan to 
produce even dollar monthly payments or 
having the first or last payment take up 
the odd pennies and all other payments 
being in even dollars. With the volume 
of installment loan financing that goes 


through all banks today, there is no ques- 
tion of the tremendous savings in han- 


dling time that can be made. 
W.E.E. 


THE CONTROLLER GETS AROUND 


Editors, THE CONTROLLER: 

Many thanks for your kind letter of 
January 6, 1958 and a copy of your pub- 
lication, THE CONTROLLER, which has 
been received by us. We greatly appreci- 
ate your interest and assistance in our In- 
stitute and our journal and are grateful to 
you for your permission to reproduce 
some of the articles from your journal 
from time to time. You can rest assured 
that we shall give proper credit to the 
publication and the author. 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 
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We shall be thankful if you will kindly 
permit us to reproduce your two articles 
namely: “Inflation in Business” by Leon. 
ard Spacek and ‘The Cost of Staying in 
Business” by Frank A. Royce appearin 
in your December 1957 issue in 
journal, Industrial Economist. 


A. HUSSAIN 

Managing Director 
International Cost & 
Works Accountants Ltd. 
Karachi, Pakistan 


e 

Editors, THE CONTROLLER: 4 

Would you kindly give me permission ” 
to duplicate 30 copies of an article from_ 
the October 1957 issue of THE ConTROL- 
LER? It is written by Frank S. Capon and © 
entitled ‘‘Recognizing and Evaluating ~ 
Profit Opportunities.” J 

It is my intention to distribute it, on — 
loan, to a group of my accounting stu — 
dents in this faculty. Your publication is 
not readily obtainable by my students and — 
I would greatly appreciate your permis. 
sion to take a copy of this article. . 





W. J. STEWART 
Senior Lecturer in Accountancy 
Faculty of Economics and Commerce 
University of Melbourne 
Victoria, Australia 

e 


Editors, THE CONTROLLER: 


This library desires to reproduce one 
copy of the article “Pan American s Elec- 
tronic Data-Processing Center” by John §. 
Woodbridge appearing in THE CONTROL- 
LER for October 1956. 


ANNA R. ZAPPLEY 

Supv. Adm. Asst. 

Technical Library 
Philadelphia Naval Shipyard 
Philadelphia, Pa. 


“HOW INTERESTING . . .” 


Editors, THE CONTROLLER: 

The arrival of the March issue of THE 
CONTROLLER reminded me of Dudley 
Browne's article on ‘Financial Manage- 
ment in a Changing Economy,” which ap- 
peared last month. I have been meaning 
to drop you a line to say how interesting 
I found this article. 

I liked Mr. Browne’s summary of Mr. 
Eaton’s address. It is good to see that the 
Business Income studies, initiated by 
George O. May some years ago, have not 
been forgotten. 

Mr. Browne’s own comments are en- 
couraging to us as controllers to spend 
more time on research in our presentation 
of information. As he suggests, compata- 
tive figures as a measuring device are a 
lazy man’s way of doing it. 


MALCOLM S. SUTHERLAND 
Burlington Steel Company, Limited 
Hamilton, Ontario, Canada 
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Push the button and copies flow! 


Here, as caricatured by Artzybasheff, 
is the mighty Copyflo® continuous 
printer—automatic, push-button xe- 
rography at its brilliant best—whose 
enormous appetite for volume copy 
problems is matched only by its speed, 
versatility, and high quality of output. 

Wherever low-cost, volume copy- 
ing is the need, look to automatic 
xerography for the happy solution. 
Copyflo printers turn out dry, positive 


prints up to 11 or 24 inches wide (de- 
pending on model), ready for imme- 
diate use. Copies emerge at the rate 
of 20 feet a minute, an 842” x 11” 
print in less than three seconds. 

Copyflo continuous printers en- 
large, reduce, or copy size to size. 
They offer the speediest, most flexible, 
most economical way to get copies 
precisely like the original from micro- 
film or original documents. 


For further information write to: 
Dept. 58-122X, HaLow Xerox INc.. 
Rochester 3, N. Y. Branch offices in 
principal U. S. and Canadian cities. 


HALOID 
XEROX 
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INTERESTS OF 
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FINANCIAL 
EXECUTIVES 
Ceclusioaly 





by Paul A. Reck 


by John A. Beckett 


RETURN ON INVESTMENT 
by Harvey O. Edson 








SELECTED PAPERS 


Editors, THE CONTROLLER: 

In the January 1957 issue of THE CON- 
TROLLER Maurice S. Newman, a partner 
in our firm, contributed an article entitled 
“Planning and Control in Machine Ac- 
counting Installations.’ We are continu- 
ing a practice started two years ago of re- 
producing annually, in book form, some 
of the papers prepared by members of our 
Organization which appeared in technical 
and professional journals or were pre- 
sented before public groups during the 
year. The title of these books is ‘Selected 
Papers (Year) Haskins & Sells.” 

We are distributing these books within 
our own organization and, to a limited 
extent, to certain of our clients and oth- 
ers. We should appreciate receiving your 
permission to reprint Mr. Newman’s ar- 
ticle in our ‘Selected Papers” for 1957. 


HASKINS & SELLS 
New York 
REACTION TO REDMAN ARTICLE 


Editors, THE CONTROLLER: 


I wish to commend T. G. Redman on his 
article, “Simplified Wage Reporting and 





THE CONTROLIER............. . 


Forthcoming Seatures 


IN THE CONTROLLER 


%& STATE TAXATION OF CORPORATIONS 
ENGAGED IN INTERSTATE COMMERCE 


¥%& THE BACKGROUND FOR MAKING EFFECTIVE 
CAPITAL COMMITMENT DECISIONS 


%& SETTING A STANDARD FOR YOUR COMPANY’S 





Cutting of Federal Report Costs,” in the 
April 1958 issue of THE CONTROLLER. 
THE CONTROLLER published a similar 
article of mine in the December 1947 
issue which stimulated the late J. K. 
Lasser to have the New York State Society 
of Certified Public Accountants pass a 
resolution recommending the adoption of 
the method proposed in my article and 
Mr. Redman’s. 

I hope the legislation mentioned in this 
article is passed and that managerial 
groups will join with them not only at the 
federal government level but also in the 
suggestion of remedial legislation at the 
state government level. 


EDWARD J. GESICK 
Southwest Research Institute 
San Antonio, Texas 


LITTLE BOUQUETS from our authors 
. we appreciate the care and thought 


you folks put into your editorial material. 
H.B. 


. . . just a word of thanks for the fine 
editing job you did on my paper. 
W.S.H. 
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“A SERVICE TO BUSINESS EDUCATION" 


Editors, THE CONTROLLER: 


Thank you very much for granting per- 
mission to use “Pricing a New Product” 
by Joel Dean, THE CONTROLLER, April 
1955, in our readings book, “Managerial 
Marketing: Perspectives and Viewpoints,” 
We believe the inclusion of the article 
will add significant strength to our book 
and that you have rendered a service to 
business education by allowing us to te. 
print it. Of course, the article will be in. 
troduced with proper credit. 

In addition to our previous request, we 
have another favor to ask: May we have 
permission to reproduce all or part of 
“The Essence of Control, What It Is and 
Who Does It’ by E. F. Fitzmaurice, THe 
CONTROLLER, November 1950? 


EUGENE J. KELLEY 

WILLIAM LAZER 

College of Business and Public Service 
Michigan State University 

East Lansing, Mich. 


SEMINAR READING LIST 


Editors, THE CONTROLLER: 


All our undergraduate students in Busi- 
ness Finance have their attention directed 
to THE CONTROLLER. My graduate stu- 
dents make intensive use of THE Con- 
TROLLER and the special studies pub- 
lished by Controllership Foundation. The 
enclosed copy of the reading list for the 
next meeting of our graduate seminar in 
Business Finance, March 6, illustrates the 
extent to which we use your materials. 


ROBERT M. SOLDOFSKY 
Assistant Professor of Finance 
College of Commerce 

State University of Iowa 

Iowa City, lowa 


Seminar in Business Finance 
March 6, 1958 
Decentralization through Profit Control 
Reading List (Suggested Order) 


1. Simon, H. A., Centralization vs. Decen- 
tralization in Organizing the Controller's De- 
partment, Controllership Foundation, New 
York, 1954, Foreword, Chapters 1, 6. 


2. Drucker, P. F., Concept of the Corpora- 
tion, John Day Co., New York, 1946, Part 2, 
Chapters 2 and 4. 

3. Larsen, R. E., “Organizing Around the 
Profit Motive—Theory and Application,” NAA 
Bulletin, January 1958, p. 13. 

4. Strong, W. L., “Decentralized Operation 
—A Control Program,’ THE CONTROLLER, 
January 1958, p. 11. 

5. Dean, Joel, “Profit Performance Measute- 
ment of Division Managers,’ THE CONTROL- 
LER, September 1957, p. 423. 

6. Edson, H. O., “Return on Investment 
(ROI) as a Measurement of Management 


Efficiency,” THE CONTROLLER, June 1957, 
Dp. Zi 
7. Wright, J. W. D., “Setting Earnings 


Standards for Decentralized Operations,” THE 
CONTROLLER, February 1957, p. 59. 
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Reducing the Cost Squeeze 


That rising costs are wringing the substance out of profits 
is hardly news to the well-informed readers of these pages. 
But the lean look which is apparent in many corporate 
profit pictures is not entirely, in the opinion of Winfield I. 
McNeill, the result of economic pressures beyond manage- 
ment’s control. Shrinking profit margins, Mr. McNeill 

inted out in a recent issue of Chemical Week, may often 
be traced to the lack of up-to-date cost-control techniques in 
various phases of a company’s operations. 

Analyzing the problem, Mr. McNeill, a former corporate 
controller who is now vice president of the industrial con- 
sulting firm of Calkin & Bayley, Inc., New York, empha- 
sizes the need for clear objectives, the importance of fore- 
casts of cost profits and sales, and careful use of standard 
costs. Capital expenditures must be carefully watched be- 
cause of their vital role in shaping the cost and profits 
picture. Research and development costs must be justified, 
not only in terms of long-range profits, but also present-day 
company needs. With such an approach, companies can help 
ease the current pressure of the big profit squeeze. 


The Need for Self-Expression 


Much has been spoken and written about the importance 
of good ‘‘communications,”’ both within the business enter- 
ptise and between the corporation and its stockholders, 
employes, suppliers, customers and other segments of the 
corporate community. Much of the emphasis has stressed 
the importance of a good “‘listening attitude,’ but equally 
important is the talent for self-expression. Discussing this 
recently, Clarence B. Randall, chairman of the board, In- 
land Steel Company, declared that in reviewing the quali- 
ties of young men in his company: 


"I always wanted to know what talent the applicant had 
for self-expression. It cannot be repeated too often that the 
Capacity to speak and write the English language is in- 
dispensable today for advancement in business. Each in- 
dividual in the industrial hierarchy must be able to com- 
municate ideas if management is to function. Within the 
organization as he creates his own techniques of super- 
usion he must be able to pass on reliably the instructions 
which he receives from his superiors. He also shares at all 
limes the responsibility for interpreting to the general pub- 
lic the purposes and achievements of the organization that 
he serves,” 


The Fittest Survive 


™ One of our readers has called to our attention a feature 
article in the March 1 issue of the Saturday Review be- 
cause it confirms comments on this page in our February 
number about the opportunities confronting small manu- 
facturing enterprises in the competitive struggle with 
larger organizations. 

As an illustration, in the Saturday Review article, which 
is entitled ‘“The Jungle of Hugeness,” the author considers 
the giant commercial and industrial enterprises as revivals 
of the giant dinosaurs of prehistoric days. Although their 
huge size would seem to endanger much smaller creatures, 
the article’s author, Kenneth E. Boulding, who is professor 
of economics at the University of Michigan, declares that 
“plenty of room still exists between the behemoths, or un- 
der them, for a careful man to thrive in. In other words, 
the Individual is not in as much peril as he often fears in 
the Second Age of the Brontosaurus.”’ 


Tensions: How to Live With Them 


The pace of modern business life has been stressed so 
often that further comment about “‘executive tensions” 
may seem redundant. Nevertheless, because of its com- 
mon-sense approach, we noted with interest a pamphlet 
published by the National Association for Mental Health 
and written by George S. Stevenson, M.D. For example, 
Dr. Stevenson points out that “Anxiety and tension are es- 
sential functions of living, just as hunger and thirst are. 
Without the experience of anxiety we would not be 
prepared to avoid or overcome situations harmful to our- 
selves and our families. Without the ability to tense our- 
selves we would fall short in emergencies, often to the 
peril of our lives.”’ 

Although tensions, then, are natural and useful, it is 
important, we are told, that (while we can expect a few) 
we act if they appear to be growing in number. Therefore 
the pamphlet lists rx “things to'do”’ as follows: 


1. Talk it out. 7. Shun the “superman” urge. 
2. Escape for a while. 8. Go easy with criticism. 

3. Work off your anver. 9. Give the other fellow a 
4, Give in occasionally. break. 

5. Do something tor others. 10. Make yourself “‘available.” 
6. Take one thing at a time. 11. Schedule your recreation. 


In conclusion, Dr. Stevenson points out that ‘Underlying 
these concrete suggestions there is a basic philosophy funda- 
mental to good emotional health. That is the philosophy of 
faith: faith in ourselves; faith in others; faith in the ability 
of each person to improve and grow; faith in the desire and 
the capacity of human beings to work out their problems 
cooperatively; faith in the essential decency of mankind. As 
the Bible puts it, we are ‘members of one another.’ 
This is our way of life. It is the philosophy of sound 
mental health. When it is joined to faith in the great 
spiritual and moral values, it will carry us through stressful 
situations that might otherwise shatter us.”.—PAUL HAASE 
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Here’s the efficient way to reimburse your 


salesmen under the Traveletter System 





8:31 A.M. Friday — Salesman 
completes his expense report 





8:45 A.M. — Salesman cashes 
Travelorder for week’s expenses 
and returns expense report to 
home office 





8:48 A.M. — He’s off to make his 
sales calls 








The Traveletter System for reimbursing trav- 
elers is that simple. Each week the holder of 
a Traveletter authorization writes a Travel- 
order [draft] for his actual expenses — not to 
exceed Ais authorized limit. He may cash his 
Travelorder through his normal channels, or 
when he travels, at any hotel or motel. He then 
returns his expense report to the home office 
in the manner prescribed by his company. 
Thus the traveler is immediately reimbursed 
in cash and the home office is relieved of the 
necessity of making cash advances, writing ex- 
pense checks and rushing approval of expense 
reports. 

The Traveletter System is used by companies 
employing from 1 to 1500 travelers, including 
United Aircraft Corporation, American Cyan- 
amid Co., Western Electric Co. and many 
others. 





— 


. Substantially increases the control of 
travelers’ expenses 


2. Materially reduces the cost of reim- 
bursement procedure 


. Increases cash reserve 
. Simplifies bank relations 
. Aids the Sales Department 


NM & Ww 


. Traveletter is a fixed cost 


(Our rates are the same as in 1941) 











Traveletter 


The Modern System for handling 
Travel Expenses . . . Since 1894 


DESCRIPTIVE BROCHURE ON REQUEST 


TRAVELETTER CORPORATION @ GREENWICH 2, CONNECTICUT 
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for a Firm 


Robert M. Soldofsky 


FUNDAMENTAL PROBLEM of top-level executives within 
A large businesses is the determination of the basis for allocat- 
ing their firm’s resources among alternative uses. This topic has 
been receiving an increasing amount of attention since World 
War II under such titles as a “capital budgeting,” ‘‘capital ra- 
tioning,” and “rate of profit control.’” The principle involved is} 
simply that rate of return from any investment, new or old, 
should be equal to or greater than the cost of the money in-) 
vested.! If the rate of return from an existing product, service or' 
division is less than the cost of the money invested, this activity 
should be discontinued or curtailed unless over-all company 
policy dictates that it should be retained on the basis of an 
alternate and equally important criterion. The rate of return 
criterion is also basic in the decision to undertake new activities. 
The problem of allocating land, labor, management, and money 
within the business unit is not only of immediate practical im- 
portance to each business, but also to the nation. An inefficient 
allocation of resources will not only result in less than maximum 
return to the business but also in a lower output of goods and 
services for the nation. Our great corporations are so important 
in the nation’s economy that their degree of economic success 
in allocating their resources among alternative activities does 
affect the volume of production. 

The issue raised in this article is the proper method of com- 
puting the cost of the money invested in a business. Some 
individuals may prefer to think of this as the cost of money- 
capital or simply the cost of capital. The first and simplest 
aspect of this subject is what money or money-capital should be 
included in the cost calculation. All long-term sources of funds 
should be included irrespective of their legal form, e.g., any 


Epirors’ Note: Professor Soldofsky is doing 
some research on the “‘slice of capital’ concept 
presented in his paper and is now studying 
the capital structures of the 100 largest Ameri- 
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How to determine the cost 
of bonds and stocks to get 
average cost of money used 


notes or bonds with a maturity of more than one year, preferred 
stock, common stock, surplus in all its various forms, and even 
liability reserves that have not been funded.? These sources of 
funds are described by the term “‘capitalization” by many 
writers and practitioners in the field of business finance and will 
be so used in this discussion. 


THE TERM “COST OF MONEY” 

If capitalization includes long-term debts, preferred stock, 
and common stockholders’ equity, what is the cost of each of 
these elements and what is the average cost of the money used? 

One of the several difficulties in thinking about this problem 
results from the fact that interest on long-term debt appears as 
an “‘expense’’ on the statement of income and expense while 
the return to the stockholders of all classes appears as net in- 
come. Several of the difficulties may be resolved if agreement 
can be reached with respect to the meaning of the “‘cost of. 
money.” The cost of money for a business is simply the rate 
that it has to “pay” to induce investors to let this basins | 
use the investor’s money rather than another.* The investor in 
general has an enormous range of choices from which he may 
select in investing his money-savings. For example, he can 
select the type of industry in which he will invest as well as the 
type of debt or equity security; or he car turn his money over 


* Cost of money is used consistently in this discussion to mean a rate, 
not a given amount. 

* If such reserves have not been funded it is assumed that the funds 
are currently being used in the business. 

* The individual person, of course, may “spend” his money for con- 
sumption or investment. 
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to a financial institution such as a life insurance company or a 
mutual fund and thereby substitute their detailed decisions for 
his own general decision to invest in debt or equity securities. 

The investor views his purchase of debt securities and equity 
securities as alternative methods of investing his funds. The 
legal position of the owner of these two basic types of securities 
certainly differs with respect to participation in the risk, income, 
and control of the corporation. For the purpose at hand, how- 
ever, the issue of corporate control is not relevant. Those persons 
who invest their savings in debt instruments take a smaller risk 
and expect a smaller return Those persons who invest in 
common stock take a greater risk and may be rewarded by a 
greater (or smaller) return than those who take a position as a 
creditor. The point is that whether the return to the investors is 
reflected as interest expense or net income on the statement of 
income and expense, it is nevertheless the cost of money. The 
legal consequences for the corporation itself that result from 
nonpayment of interest, and nonpayment of dividends and low 
or negative net income should not be confused with the oppor- 
tunity cost of money. The various forms of contracts offered by 
businesses for the use of money enable the suppliers of funds 
to select the degree of risk with respect to principal and income 
that they prefer. 


THE TERM “INTEREST” 


It might be observed in passing that a great many highly 
trained persons including accountants, lawyers, engineers, and 
economists identify ‘“‘interest’’ as the cost of money with 
“interest” as the legal term for the payment made for the use 
of borrowed funds. Interest, the cost of money or investable 
funds, includes both interest in the legal sense and the return 
necessary to induce people to invest in a business as owners. In 
this sense—the economists’ broader sense—interest includes 
what is frequently called ‘“‘normal return” or “normal profits.” 
Only that which is over and above the normal profits would be 
described as profit in the language of economic theory. The next 
step in computing the cost of capital is the determination of the 
cost of money secured through debt, preferred stock, and com- 


, mon stock. 





The payment for borrowed money is clearly interest. A further 
problem is the determination of the interest rate. As a general 
statement it must be agreed that rate relevant to current economic 
decisions is the opportunity cost of borrowed funds. The meaning 
of opportunity cost may be clarified by a realistic illustration: 

A hypothetical heavy equipment manufacturer has a $65 
million 3% bond issue outstanding that matures in 15 years. 
The bonds are presently selling for 95 and the yield to maturity 
is 3.43%. This is the opportunity cost of borrowed funds; at 
this rate, 3.43%, the investor would be able to select among a 
considerable number of bonds of almost identical quality with a 
very similar rate of return. The investor may also purchase 
utility company bonds that are presumably of a higher quality 
but he would have to accept a lower rate of return. For maximum 
safety of the number of dollars invested, government bonds 
could be selected but this would result in a still lower rate of 
return. 

The investor could equally well decide to take a larger risk in 
the quest for a higher rate of return; he could buy preferred 
stock. Let it be assumed that the same heavy equipment manu- 
facturer cited above has $35 million of $20.00 par, 7% pre- 
ferred stock outstanding, and that this stock is currently selling 
for $30.00 per share. As the investor sees it, this stock will 
yield 4.67%. He could purchase preferred stock of approxi- 
mately equal quality in other corporations at very close to the 
same yield. He could also purchase lower risk (debt) securities 
in this corporation or other corporations if he could accept a 
lower yield. The current cost of the money originally raised 
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by this issue of 7% preferred stock is 4.67%. This corporation 
itself could presumably go out into the market and purchase its 
own preferred stock or preferred stock of equal quality that 
would yield 4.67% if it had the legal power to make such ; 
purchase. 

The cost of money represented by the common stockholder’; 
equity may be determined on the same basis as bonds or pre. 
ferred stock. The same equipment manufacturer reports $309 
million in common stock and surplus on its balance sheet. Earn. 
ings and dividends are $3.00 and $2.00 per share respectively 
for the latest 12 months. The common stock is also selling for 
$30.00 per share but any investor buying it at this price will 
earn at the rate of 10%. True, he will receive only $2.00 ig 
dividends per share or 6.7% on his investment. However, the 
$1.00 not paid out is used in the business for the purpose of 
further increasing its earnings. Whether the earnings are paid 
out or not they are the property of the stockholders. In the case 
of bonds or (nonparticipating) preferred stock the payment to 
the security holder is almost always identical with the amount to 
which he is entitled. 

Only in the case of common stock do the earnings of a 
security diverge from the payments made to the owner. The 
proportion of the earnings on common stock paid out by a 
corporation as dividends has an important effect upon the 
price of the common stock itself. This is a complicating factor 
that may persuade some people to believe that the cost of money 
represented by the common stockholder’s equity is measured by 
the cash yield, that is, the cash dividend divided by the market 
price. This line of reasoning would lead to the position that the 
cost of money would be zero if the present (and anticipated) 
dividend payments are eliminated. The most that can be said 
is that the dividend policy of a corporation influences the current 
cost of the funds represented by the common stockholders’ 
equity. 

Thus far the cost of money or rate of interest for this heavy 
equipment manufacturer has been stated as 3.43% for bonds, 
4.67% for preferred stock, and 10% for common stock. The 
capitalization is $400 million as follows: 


3% Bonds $ 65,000,000 
7%, $20.00 Par Preferred Stock 35,000,000 
Common Stock and Surplus 300,000,000 

$400,000,000 


The cost of money or the cost of capital is the weighted aver- 


age cost of each element in the capitalization. This cost of capi- 


talization is often computed by those who carry the process this 
far as follows: 











T ype of Cost W eighted 
Security Amount Proportion (%) Cost 
Bonds $ 65,000,000 -1625 .0343 0056 
Preferred Stock 35,000,000 .0875 .0467 .0041 
Common Stock 
and Surplus 300,000,000 75— 10 .0750 
_$400,000,000_ _1.0000_ 0847 _ 





If this method were used, the weighted average cost of capital 
would be 8.5% after federal income taxes.5 Any projects then 
which fit into the corporation’s program and which would 
probably be able to earn 8.5% after income taxes on the amount 
of money invested should be undertaken. 


FLUCTUATION IN COST OF CAPITAL 

The fallacy in this procedure is that the capitalization and 
the capital structure are both based upon historical figures. Just 
as the cost of money is correctly computed on the basis of market 


‘Investment in debt instruments may, of course, be made directly by 
the individual investor or indirectly through a financial institution. 

5 The meaning and significance of computing the cost of capital on an 
“after-tax’’ basis as distinguished from a “‘before-tax’’ basis is discussed 
on pages 266 and 268. 
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TABLE | 


H. E. Corporation 
CURRENT COST OF CAPITAL ON AN AFTER-TAX BASIS 











Cost Weighted 

Quantity Market Price Value Proportions (%) Cost (%) 
Bonds 65,000 $950 $ 61,750,000 190 ° 0343 0065 
Preferred Stock 1,750,000 30 52,500,000 163 .0467 .0076 
Common Stock and Surplus 30 210,000,000 648 .10 .0648 
$324,250,000 1.000 .0789 














TABLE Il 


H. E. Corporation 
RANGE OF CAPITAL COSTS FOR 1956 ON A CURRENT COST AFTER-TAX BASIS 

















Cost of Each 

Capital Structure Type of Security Weighted Average Cost 
Low High Low High Low High 
Price Range Prices Prices Prices Prices Prices Prices 
3%, 15-Year Bonds 920-980 20.94- 17.14 3.70% 3.17% .0077 - .0054 
7%, $20.00 Par Preferred Stock 29-36 17.78- 16.95 483% 3.89% .0086 - .0066 
Common Stock 25-35 61.28- 65.91 12.00% 8.57% .0735 - .0565 
100.00 100.00 .0898 .0685 











ptices and current earnings, the capitalization and capital struc- 
ture must be based upon the market’s evaluation as shown in 
Table I. The current cost of capital is only 7.9% on an after-tax 
basis rather than 8.5% on the basis of the historical capitaliza- 
tion and capital structure.fThe cost of capital changes when 
market prices change because the cost of capital from each 
source and the capital structure are affected. 

During 1956 the cost of capital for the H. E. Corporation 
fluctuated through a range of about 2% as shown in Table II. 
When the prices of securities fall (assuming no change in the 
income) the cost of capital rises but this increase in cost is less 
than might be expected by observing the change in cost of the 
common stockholders’ equity. The prices of bonds and stocks 
often move in the same direction when security prices are drop- 
ping.'The market value of the common stock generally decreases 
more rapidly than the market value of bonds. Consequently the 
common stockholders’ equity decreases as a percentage of 
capitalization and the effect of the change in the cost of common 
stock on the weighted average cost of capital is dampened. 
When the prices of securities rise the same process works in 
the opposite direction. In companies that use a larger proportion 
of debt instruments the dampening effects on the fluctuations in 
the weighted average cost of capital are more pronounced than 
they are for the H. E. Corporation. 

At this point several more problems relevant to the calculation 
of the cost of capital arise: 


Is the marginal cost of capital the cost of a “slice” of the 
capital structure or the cost of another issue of bonds? 


' If the cost of capital is constantly fluctuating how can it be 
used in the investment decision? 


Assuming that the process of computing the cost of capital 
that has been developed is correct, how may it be used to help 
guide decisions on investments to be made during the coming 
12 to 24 months? 


And finally, what is the effect of the Internal Revenue Code 
which subjects a part of economic interest to income taxes but 
treats legal interest as an expense ?® 


The discussion of these points will occupy most of the balance 
of this paper. 


ISSUES FOR EXPANSION 

Corporate managers seem to have a rather clear-cut idea of 
the capital structure (seen in terms of the historical data pre- 
sented in their balance sheets) that is desirable for their organi- 
zations. Common stockholders’ equity as a percentage of his- 
torical capitalization fluctuates through a surprisingly small 
range for most well-known corporations. While the capitaliza- 
tion is expanding, a carefully worked out strategy of issuing 
new securities and retaining earnings keeps the components of 
the capital structure within the desired range. 

For the hypothetical but realistic H: E. Corporation, the com- 
mon stockholders’ equity has moved in the range of 65-80% of 
historical capitalization during the past 15 years while the capi- 
talization itself has increased from $90 million to $400 million. 
The sale of a large, new issue of securities such as bonds will, 
of course, immediately decrease the proportion of the common 
stockholders’ equity. The continuing use of bonds to finance 
expansion has the merits of obtaining low-cost money, incurring 
an additional ‘expense’ for tax purposes as compared with the 
alternative of a stock issue, and increasing financial leverage. 
However, as the ratio of debt to equity rises beyond some 
roughly defined, customary limit the risks to the lender and the 
borrower increase and either one or both of these groups be- 

*Net income before federal income taxes is normally primarily eco- 
nomic interest but it may include some pure profits. 
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come more reluctant to see further expansion financed by debt 
rather than by equity.7 

As a matter of fact, even for those companies whose only 
new securities issues are bonds or notes, the funds raised are 
balanced in some proportion by retained earnings.! An increment 
of new funds to finance expansion or the last increment in the 
present capitalization is realistically and meaningfully composed 
of debt, preferred stock if any, and common stock in the ap- 
proximate proportions the corporation desires to maintain. The 
cost of an increment of money-capita! is the weighted average 
cost of each type of funds that comprises this increment or slice 
of the capitalization.§ 

A subsidiary question relates to the effect of a new issue of 
securities on the cost of capital. Bonds or notes can usually be 
sold at a price very close to the current cost for outstanding is- 
sues.! Additional stock must be sold at a discount from the mar- 
ket price to induce purchasers to buy it rather than the available 
stock in the secondary market. An additional issue of an out- 
standing stock may also decrease the market price of the entire 
issue. Additional issues of common stock may increase the 
weighted average cost of capital both by raising the cost of 
common stock and by increasing the proportion of common 
stock in the capitalization. |A new issue of bonds or notes may 
cost a little more than the current cost of outstanding issues of 
these types; this factor alone tends to raise the weighted average 
cost of capital.{However, the effect of the increase in bond cost 
on the weighted average cost of capital will probably be more 
than offset by increasing the proportion of debt in the capital 
structure. 


PROJECTING FUTURE COST OF CAPITAL 

As the large business unit peers into the future in setting up 
its capital expenditures budget, these questions arise: 

Which weighted average cost of capital concept is relevant to 
the decision-making process? 

Is it the current cost of capital at some specified moment such 
as the moment of the decision to invest? 

Is it the cost of capital before or after a new issue of stock 


or bonds? 
Is it the average cost of capital for the past 365 days, 538 
days, or 731 days? 
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“Do you sell any that don’t have to be cultivated, 
fertilized, watered, pruned or sprayed?” 
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\ these circumstances, there is little to choose between the average and 





It is none of these./The relevant cost of capital may be more 
closely approximated by the forecasted weighted average cog 
of capital during the period required to make the capital ex. 
penditure and place new facilities in operation.® Many indi. 
vidual capital expenditures may be completed within one year 
and certainly most of them within two years. As a practical 
matter, the period for which the forecasted weighted average 
cost of capital should be estimated is 12 months, 18 months, or 
24 months depending upon the length of time required to com. 
plete or acquire the new capital goods and place them in opera. 
tion. 

Once the technique of computing the weighted average cost 
of capital, the interest rate, is established and the roughly rele. 
vant period of time determined, the very formidable problems 
of projecting the capitalization, capital structure, and the cur. 
rent cost of each element of the capital structure still remain, 
{The number of variables that must be considered is so large 
that probably the best that any firm can do is estimate the range 
within which the weighted average cost of capital is most likely 
to fluctuate in the relevant time period. The forecasted range 
for an industrial corporation might be, for example, 4%, and 
the most likely interest rate 7.5%. On the basis of such a calcu. 
lation, leaving aside other criteria for determining capital ex. 
penditures, it may be decided to undertake any expenditure of 
capital that will very probably yield 7.5% or more. At the same 
time it would be reasonable to decide to review the entire capi- 
tal expenditures program if the interest rate fluctuates beyond 
some given range such as 6.5-8.5% or 6-8.25%.\As long as the 
interest rate stays within the designated range, authorized pro- 
grams will not be reviewed because of changes in the cost of 
money. 

On the basis of common observation, too, it appears likely 
that the forecasted rate of return from a forecasted capital ex- 
penditure will fluctuate more widely and more rapidly than the 
range through which the cost of capital moves during the period 
that a major facility is being planned or under construction." 
Rate of return criteria should also be one of the important ele. 
ments in the decision to retain or discontinue any product, plant, 
process, or market. The continuous review of all operations of a 
large corporation on a rate of return basis is essential to eff- 
ciency in the economy. 


THE EFFECT OF THE FEDERAL INCOME TAX 
ON COST OF CAPITAL 

One more topic, the effect of the federal income tax on the 
cost of capital, is appropriate to the scope of this discussion. The 
fact that legal interest, which is a part of economic interest, is 
treated as expense and is deductible for tax purposes, while net 
income on stock, which is also a part of economic interest,!* is 
subject to the federal income tax, results in fuzziness and in- 
congruities in the cost of capital concept.1* In a sense equity 

"The debt limitations may be based upon conventions or covenants. 
Either of these factors can effectively limit the proportion of debt 
whether they analytically are sound or not. : 

SIt is assumed through the analysis that the capital structure 1s ap- 
proximately constant, or fluctuates around an unchanging ideal. Under 


marginal cost functions. When a corporation is changing its capital 
structure from one position to another, the marginal and average cost of 
capital diverge. The empirical and theoretical consequences of this di- 
vergence are now occupying the attention of the author. 

® This is the period of “gestation” as the term is used by Schumpeter. 
The various aspects of its initial and terminal points are left vague 
because of the numerous unexplored problems of even its detailed, for- 
mal definition. ; 

” Tt would be interesting to work out the relation between the implica- 
tions of capital rationing and the dictum or advice of security analysts 
that corporations should take no step which would decrease theit 
earnings per share of common stock. 

“It is always possible that a part of net income may be pure or €c0- 
nomic profit. ; 

2 This statement does not commit the author to any position with 
respect to the rate or method of taxing corporate income. The analysis 1s 
developed to fit the existing tax laws. 
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How Macy’s automates its 
envelope stuffing operation 
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the PHILLIPSBURG INSERTER does it automatically! 








Lavender and lace...buttons and pins...dowagers and debs — 
they’re all gone. Even the mannequin is not needed in the mail room, except for a picture to show how 
automatic the new Phillipsburg Inserter is! The Phillipsburg Inserter is really an amazing machine. The 
operator loads it with advertising inserts and bills, presses a button and the job’s under way as smooth 
as silk! It gathers up to 8 enclosures, stuffs, seals, prints postal indicia, counts and stacks. It does the 
work of 200 employees, working twice a month. The mail goes out on time and at far less cost — 
30,000 finished pieces a day without overtime! Wonder what was good about those good old days? 


SEND COUPON for Case History, showing how others 
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00 Send “Wider Horizons with Mechanized Mailing” 
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TABLE Ill 
H. E. Corporation 
RANGE OF COST OF CAPITAL ON A BEFORE-TAX BASIS FOR 1956 














After-Tax Basis Before-Tax Basis 
Cost of Capital Range Cost of Capital Range 
High = Low High Low 
3%, 15-Year Bonds 3.70% - 3.17% 3.70% - 3.17% 
7%, $20.00 Par Preferred Stock 4.83% - 3.89% 10.1 %- 8.1 % 


Common Stock 
Weighted Average Cost 





funds cost more than debt funds because each dollar of net in- 
come to the owners represents a much larger earning power than 
each dollar of interest paid to creditors.18 If a corporation has 
4% bonds outstanding each bondholder is paid $4.00 of in- 
terest on the basis of $4.00 earned before any payment for in- 
come taxes.14 If the same corporation had 4% preferred stock 
outstanding it would have to earn enough before federal income 
taxes to have $4.00 left after taxes.15 With the federal income 
tax rate of 52% (on net income above $25,000) about $8.33 
would have to be earned before considering income taxes. In 
other words, bonds would cost 4% and preferred stock 8.33% 
on a before-tax basis. The cost of common stock must also be 
placed on a before-tax basis in order to place all elements of 
the cost of capital on a parallel footing. 

It may well be objected that the federal income tax is an ex- 
pense and should be handled as an expense, not as an element 
in the cost of capital. There are two counterarguments to this 
position: 

First, the debt-equity ratio is (over a wide range) within the 
control of the corporate management. The federal income taxes 
incurred are a result of the capital structure strategy; they are, in 
part, a controllable financial cost and as such are not related to 
the average or marginal efficiency with which the funds are 
used in productive operations of the firm. 

Second, it is strange to say or imply that the average and 
marginal efficiency of specific productive processes (historical 
or forecasted) is affected by federal income taxes as an element 
of cost. If the anticipated costs (except for income taxes) were 
identical for two companies and their anticipated revenues were 
also identical, the company having the higher proportion of debt 
in its _—. structure would have a higher average and mar- 
ginal efficiency of capital. When federal income taxes are in- 
cluded as an element of cost, all other things being identical 
except the 7 structure, the costs are higher and the net in- 
come lower for the corporation with the smaller proportion of 
debt in its capital structure. 

For the purpose of clear-cut analysis and forecasting of the 
average and marginal efficiency of any productive process or 
capital expenditure it would appear more desirable to exclude 
income taxes from the calculations. This policy will facilitate 
comparison within the firm over time and between firms. The 
federal income tax is then shifted into the cost of capital cal- 
culation.| The capital budgeting principle must then be modified 
to state that the rate of return from an investment, new or old, 
should be equal to or greater than the cost of capital on a be- 
fore-tax basis.\/The cost of capital on a before-tax basis includes 
a tax element, then, in addition to economic interest. 

This solution for handling the anomalous federal income tax 
is not wholly satisfactory in terms of economic theory, but as a 
business policy it will help to guide investment decisions on a 
basis approximately the same as the criteria generally accepted 
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12.00% - 8.57% 
8.99% - 6.85% 





25.0 %-17.9 % 
17.9 %-13.7 % 


in economic theory. In so far as federal income taxes are af- 
fected by the capital structure strategy, it would appear desirable 
to keep this element in the cost of capital calculation where it 
may be given the visibility and attention that it merits. If the 
federal income tax were considered as a cost in the rate of te. 
turn calculation, its significance may be blurred by numerous 
other cost and revenue factors, and —* within and be. 
tween companies would also be hampered. 

It only remains now to illustrate the calculation of the cost of 
capital on a before-tax basis. Table III reproduces the parts of 
the cost of capital data from Table II and shows the cost of pre- 
ferred and common stock adjusted to a before-tax basis. The 
range of the cost of capital raised through debt is the same on a 
before-tax or an after-tax basis, of course, because (legal) in- 
terest is deducted as an expense before computing federal in- 
come taxes.JThe net income as shown in the accountant’s state- 
ment of income and expense is now only 48% of the amount 
earned before federal income taxes.1° The range for the cost of 
preferred stock is 8.1 to 10.1% and the range of cost for 
money-capital obtained from common stock is 17.9 to 25.0%." 
The range of the weighted average cost of capital is 13.7 to 
17.9% for 1956 on the basis of a realistic capital structure and 
movements of security prices. This change in the cost which is 
greater than 4% would result in a review of the capital expendi- 
tures program on the basis of the policy suggested above} A 
movement of the cost of capital of 4% in a reasonably normal 
year could easily influence investment decisions} The change in 
the (legal) interest rate itself is not likely to influence a capital 
expenditure decision except in so far as the outlook of the de- 
cision-makers is influenced.|The effect of changes of stock prices 
on the cost of capital is magnified by the corporate tax rate. For 
the larger corporations, at least, funds are generally available 
if they are willing to pay the going price. 

* For an excellent discussion of this point see Dan Throop Smith, 

Effect of Taxation: Corporate Financial Policy (Cambridge: The River- 
side Press), 1952, pp. 18-27. 
_ ™ Adequate management of the cash balance to make funds available 
is assumed. In any real case, of course, the administration of a corpora- 
tion’s cash position is a highly complex operation requiring a high order 
of skill and foresight. 

* It is assumed for the sake of clarity and simplicity that both the 
bonds and preferred stock are selling for par. This assumption, although 
unrealistic, equates historical cost and current cost, thus avoiding long 
complex illustrations. Discussions of cost in terms of current cost rather 
than historical cost are strange in financial literature. It is also unrealistic 
to assume that the market cost of both bonds and preferred stock are 
4% but this is done to illustrate the magnitude of the tax effect, other 
things being equal. 

* This assumes a corporate tax rate on current net income is 52% 
as it is in 1956, for net income above $25,000. For most corporations 
large enough to be concerned with capital budgeting, the 30% tax rate 
on income of less than $25,000 can be ignored. When the corporate tax 
rate is changed an adjustment would have to be made to the figures used 
in the text. The procedure will not be affected. 

“If this statement with respect to the high cost of funds (on 4 
before-tax basis) obtained from common stockholders—even when the 
stock prices are high relative to earnings—is accepted, the discount rates 
implied by many of the payout periods in use appear well within 
the realm of economic reason. 
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An Approach to 


John F. Rogge 


opay, American business is facing 
Tproblems that only 15 years ago were 
not even known to exist; or, if known, 
they were considered to be of a very 
minor nature, not requiring the attention 
of top management. Since these problems 
have now reached, or are reaching, ma- 
turity, management has had to turn to 
new tools of control that give it the neces- 
sary strength to meet its day-to-day prob- 
lems. 


THE PRINCIPLE OF FLEXIBILITY 

One of the most important “new” con- 
trols exercised by management is that of 
budgetary control. This may seem strange 
since budgeting has been with us for 
many years but the new approach to 
budgeting has been exercised only since 
World War II. 

Prior to that period, most budgets were 
prepared on a fixed basis only. They were 
not adjusted between periods and varia- 
tions were quickly established. Yet, every- 
one knew that business conditions 
changed regularly and that budgets should 
should be flexible in scope. 

The new approach to budgeting—flexi- 
bility—is probably the prime reason for 
its acceptance by management in this 
postwar era. 

By flexibility is meant the desire and 
aim to forecast into budgets formal 
changes brought about because of con- 
tinually adjusting economic conditions. 
This precept, when properly applied, 
makes budgeting sienitatel to all levels 
of a business enterprise. 


CONTROL FUNCTION OF BUDGETS 

Budgetary control can be defined 
briefly as planning, programming, com- 
paring, and directing a company’s activi- 
ties toward a preconceived profit goal. It 
is, when fully applied, a dual accounting 
system—that is, budgetary records and re- 
ports must parallel the general and ex- 
pense ledgers and their reports. Of 
course, operating under a dual system is 
more costly, but the results gained from 
budgeting should recover the additional 
costs incurred. 


Practical Budgeting 


PROGRAM GOALS 

Even if one does not have a complete 
budget program, many benefits still will 
accrue to the company. An advantage of a 
complete program is that budgeting places 
before top management continual study 
of the financial plan and its measurement 
to the actual income and costs as they de- 
velop. Since management, thus, is con- 
scious of the budget, more careful study 
of each major and many minor problems 
is made before action is required. 

A second advantage arises out of the 
company’s organization structure. The av- 
erage executive will feel he is running a 
taut ship, but when the taut ship is meas- 
ured against a budget program, the de- 
ficiencies of organization can become 
glaring. Therefore, one rule becomes 
clear: A successful budget cannot be de- 
veloped until a company is organized for 
budgeting. 

In many instances, a reshuffling of the 
organization chart so that functions and 
responsibilities are in line may mean 
changing many management ideas of long 
standing. In time, even the hardest-to- 
convince individual will be able to see the 
new organization in a more favorable 
light if the desired results are produced. 

Preparing a budget requires confidence 
and enthusiasm from top management to 
first-line supervision. In many instances, 
it is the only opportunity for middle and 





How to prepare “flex- 
ible” budgets under 
the committee system 


first-line supervision to participate in for- 
ward planning and their response when 
properly directed and guided can be grati- 
fying. This can be compared to the spirit 
developed from playing ball on the var- 


sity. 

Usually budget preparation requires the 
defining of the company’s objectives and 
policies. This is good for the whole or- 
ganization because many times confusion 
and mistrust may have been instilled in an 
organization for many years because of 
the lack of written procedures and pro- 
grams. 

Finally, the new budgeting concept 
places within the budget department a 
universal desire and responsibility to pro- 
gram the entire company’s efforts rather 
than that of one or more divisions. What 
might be good for the manufacturing di- 
vision may not be good for the engineer- 
ing division. Stabilization of employment 
can be one of the greatest contributions of 
a budget department. Another is the di- 
recting of materials, labor, and equipment 
into their most profitable channels. 


RELATIONSHIP OF TOP MANAGEMENT 
AND THE BUDGET FUNCTION 

There cannot be an effective budgeting 
program without the full strength and 
backing of top management. Top man- 
agement, in this instance, must mean the 
chairman of the board or the president, 
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whichever is actively directing the com- 
pany, and the executives reporting to him. 
Other executives, both major and minor, 
must know that the chief insists upon the 
investigations, studies, and conclusions 
necessary to intelligent planning. 

The direction of the budget program 
cannot be carried out at the top-manage- 
ment level, but must be placed with an 
executive having responsibilities and stat- 
ure within the organization equal to the 
top-management team. Thus, the direc- 
tion of a company’s budgeting activities 
will be made vertically from the top to 
the bottom and laterally throughout its 
divisions. 

Regardless of the size of a company, 
the person responsible for the budget pro- 
gram is usually designated as the “‘budget 
director.” This person may be responsible 
to the controller, the treasurer, the execu- 
tive vice president, or to the president. If 
the company is small, then the reporting 
should be to the controller or treasurer 
and be a minor function of their responsi- 
bilities. If, on the other hand, the com- 
pany is medium or large, the budget di- 
rector should report directly to the 
chairman of the board or to the president. 

The question of reporting responsibil- 
ity outlined in the previous paragraph is 
a very perplexing one for management 
since the man selected must cross staff 
and departmental lines in order to ac- 
complish the objectives. At the same 
time, it can be embarrassing to a control- 
ler to have a subordinate with him at 
top-level meetings, and conversely, it 
makes the budget director’s job tougher 
in putting across budgeting policies with 
operating people since these department 
heads usually realize that they can go 
over his head. 

Every company should closely review 
the question of reporting responsibility ; 
first, keeping in mind that budgeting has 
not reached maturity, and place it in the 
organization where it will be most ef- 
fective from the long-range viewpoint. 


FROM INFANCY TO MATURITY 
The basis for the latter manner of re- 
porting is that in recent years budgeting 


has been growing in depth and stature 
until now it is reaching the proportions 
of a major function within an organiza- 
tion demanding top-management atten- 
tion. In fact, the growth of budgeting is 
comparable to the growth of cost or in- 
dustrial accounting. 

Prior to 1920, cost accounting was a 
subfunction under the major function of 
general accounting. However, since 1920, 
cost accounting has grown into a major 
function itself, and in many industrial 
firms, it now outranks the function of 
general accounting. The impetus for its 
growth, the desire to obtain true costs, 
developed out of the depression of 1929, 
the lean years of the 1930's and the war 
years of the 1940's. Its contribution to 
scientific management can no longer be 
denied. 

Budgeting, too, has had a long and 
slow development. Stifled in the 1920's 
because of its nonflexible characteristics, 
and in the 1930’s because of drastic cost 
reduction measures, it began to blossom 
during the 1940’s because of the war's 
demands for planning and programming 
the efficient use of critical materials avail- 
able and manpower. It has blossomed into 
full bloom in the postwar years as the 
biggest and newest tool of scientific man- 
agement for marshalling a company’s re- 
sources in combatting the competitive 
market. Although 20 to 30 years behind 
the development of cost accounting, it is 
now rapidly reaching it in importance and 
very shortly will surpass its past attain- 
ments and take a position in the top-man- 
agement group along side that of sales, 
engineering, research, manufacturing, and 
controllership. 


RESPONSIBILITIES OF 
THE BUDGET DIRECTOR 

A budget director’s first responsibility 
is that of organizing the budget depart- 
ment along the lines that will best facili- 
tate the program he plans to implement. 
In this area also falls the job of selecting 
and training the personnel to carry out 
the assigned tasks. 

Next, is the development of the budget 
manual. This manual should include the 


OUT OF DIM ANTIQUITY 


Budgeting is actually one of mankind’s oldest tools. 
Earliest recorded history indicates that man in the valley 
of the Euphrates, in Asia Minor, in Egypt, Greece, and 
Rome has utilized methods and means of budgeting his 
materials and manpower in both peace and war. It can 
easily be said that budgeting even antedates accounting, 
particularly the double-entry bookkeeping system with 
which we are all familiar today, which was developed in 
the Dark Ages in monasteries throughout Europe. 
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budget department's organization plan 
and functions; the company’s Organiza. 
tion; the principles of economic forecag. 
ing, planning, and standards; the sched. 
ule of budgets; the preparation of sale 
and production forecasts, department,| 
and special budgets; and finally, the js. 
suance of reports covering all phases of 
budgeting activity. 

The third step is the training and de. 
veloping of subbudgeting activities in the 
other divisions and departments of the 
company. How well this responsibility j 
carried out may spell the success of the 
entire program. New ideas and proce. 
dures, in order to be acceptable, must be 
understood by everyone. Thus, the train. 
ing program’s success can be measured 
by the willingness and degree of accept- 
ance of these new ideas and procedures, 

Since most budgeting activities seem to 
be best accomplished through committee 
operations, the budget director's efforts 
should be directed to outlining its respon- 
sibilities, providing the basic data—his. 
torical and standards—for its use, coordi- 
nating intracommittee activities, and 
working back through the same commit. 
tee organization in exercising budgetary 
control. 

After the budget is developed, it 
should be placed in broad outline before 
the top-management group as the plan for 
the coming year. 

The job of putting the budget into op- 
eration, measuring it against actual per- 
formance, discussing corrective measures 
with the committeemen and department 
heads concerned, and acting in an advi- 
sory capacity to top management—all 
these, will be a part of the budget direc. 
tor’s duties. 


THE BUDGET COMMITTEE 

Following the development of the 
budgeting procedures and the budget 
schedule, the budget committee should be 
appointed. 

Budgeting must not be a one-man op- 
eration nor should that idea be permitted 
to flourish in the minds of operating per- 
sonnel. Too many excellent projects die a 
sudden death when the thought is per- 
mitted that this is how “Mr. Big’ wants 
it and nothing else will do. 

Many systems have been tried to estab- 
lish group cooperation and the best of 
these appears to be that of a committee 
system. Budgeting is first of all a selling 
job and the more people interested in it 
the farther the work will spread. The 
success or failure of any committee must 
depend on the personnel assigned to it 
and the manner in which the chairman 
operates it. 

The value of the budget committee to 
a company’s future cannot be measured 
in monetary terms. Here, a junior execu: 
tive in a remote regional sales office, of 4 
laboratory, or out in the machine shop, 
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may get his first introduction to top-man- 

agement problems, plans, and thinking. 

Here, too, the effect of the sales forecast 

Jan, the materials plan, the capital ex- 

enditure plan, etc., can be reviewed in 
its relation to his own department as well 
4s to the company as a whole. 

Selection to membership on this com- 
mittee should be made with due regard 
to experience, background of the individ- 
wal, initiative, and what the individual 
can give in the form of contributions to 
committee plans. Membership should not 
be freely passed around but should be 
handled in such a manner that the indi- 
vidual feels that he has been singled out 
to work on a special and extremely impor- 
tant project. 

Rotation of membership on the com- 
mittee should be foremost in the mind of 
the budget director when he makes his 
recommendations to the P armen not 
only for the training it affords the indi- 
vidual selected, but also for the build-up 
of employes experienced in budget tech- 
niques in each department of the company. 

Once the committee has been selected, 
its division into workable subcommittees 
should be immediately accomplished and 
adequate instructions of subcommittee or- 
ganization dispatched to its members. The 
budget director must be a member of 
each of the subcommittees and, if war- 
ranted, act as the subcommittee’s secre- 
tary. 

The budget director should bear in 
mind that regardless of how many sub- 
committees are created and how enthusi- 
astic its members become, these members 
are usually line personnel and are not go- 
ing to be in a position to spend many 
hours away from their basic duties. Con- 
sequently, if the budget responsibility be- 
comes too heavy, he must see that man- 
power from his own department is 
provided to meet the budget schedule. — 

Throughout the work of developing 

the budget, the budget director and his 
department should serve as an essential 
coordinating body. As the detailed plans 
develop, they must be made to mesh with 
the policies adopted by top management. 
Where the plans of a particular depart- 
ment or division are found to be out of 
gear, they must be reviewed and analyzed 
until the plans are made to mesh. The 
budget director and his department thus 
becomes the focal point of top-manage- 
ment planning and thinking. 

The work of coordinating may take 
place at different stages in the evolution 
of the program, but the budget director, 
his department, and the budget commit- 
tee, backed by the president, must provide 
the central planning point and serve as a 
final coordinating factor. 


SUBCOMMITTEE ORGANIZATION 


Primary subcommittees of a budget 
committee are: 








MEET THE REPRODUCTION ENGINEER 


A new essential job classification is rapidly spreading in 
industry today—the intriguing title of “reproduction engi- 
neer.”’ The technical function of this new profession is the 
whole field of processes for making multiple or single copies 
of any two-dimensional material used in business. 

The reproduction engineer's duties are found in virtually 
any firm of any size, even down to the one-man office. They 
include the preparation of dozens or hundreds of drawings 
and specifications, thousands of copies of office forms and 
printed material of every type, protective and space-con- 
serving copies of important records, the duplications of or- 
ders and instructions for various offices and departments, 
and a host of other specialized uses vital to the smooth 
operation of modern industry. 

The processes involved cover a wide range, with daily 
new technical developments. They include the many forms 
of printing by light, as well as more conventional duplica- 
tion processes. The reproduction engineer’s work is usually 
performed within his own firm and at some points ap- 
proaches the field of the printer. In addition, he is the pro- 
fessional consultant in the preparation of material for visual 
communication. 

Reproduction engineering, just now achieving distinct 
professional recognition, has already grown to an annual 
volume estimated at $3 billion with vast expansion ob- 
viously ahead. As our economic organization increases in 
complexity, the need for swift and efficient transfer of in- 
formation multiplies. Every step toward automation in- 


creases the need. 


The reproduction engineer's field is no less than the tech- 
nology of visual communications—the vital link between 
design and product without which our whole system would 


soon cease to function. 


Sales Forecast Committee 
Capital Expenditure Committee 
Research and Development Committee 
Advertising and Promotion Committee 
Maintenance Expense Committee 
Production and Materials Committee 
Manufacturing Expense Committee 
Service Expense Committee (Sales, In- 
dustrial Relations, General Adminis- 
trative, etc., Departments) 


Each of these subcommittees may be 
subdivided into smaller operating com- 
mittees depending upon their nature and 
the results that are desired. 

The size of each subcommittee must 
also be determined by the function being 
budgeted. A subcommittee may be made 
up of a minimum of two people—budget 
director and advertising manager—pre- 
paring the advertising and promotion 


THE CONTROUUER...«.--ceeee.. 


budget to as many as five oi six people 
who may be responsible for putting to- 
gether the sales forecast. 


SALES FORECASTING 
AND PROFIT PLANNING 

The Sales Forecast Committee should be 
composed of the sales manager, the mar- 
keting analyst, the production manager, 
and one or two other members whose 
particular experience and training lend 
strength to the committee’s over-all ac- 
tivities. 

The work of the committee may be 
summarized by stating that it is its re- 
sponsibility to analyze past sales per- 
formance, study factors indicative of the 
trend of general business conditions, 
study market potentialities, consider the 
products, prices, and sales methods, for- 
mulate sales policies, develop detailed 
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sales programs and finally, establish sales 
standards and controls. 

Many companies today, particularly 
those using tabulating equipment, are de- 
veloping sales and cost-of-sales analyses 
of prior years even though their com- 
panies have no formal budgeting pro- 
gram. The need for such analysis has long 
been known to sales managers because of 
their desire to explore the best profit 
trails. 

Sales or cost of sales cannot be ex- 
amined by themselves, but must be ex- 
amined together. Large sales volumes can 
be developed by an enthusiastic sales 
force in an item or commodity group; 
yet, when the costs to manufacture, sell, 
and distribute are removed from the sell- 
ing price, little or no profit remains. 
Would it not be better for the company 
to direct the efforts of this sales force 
into channels providing a greater margin 
of profit? 

Too frequently low-profit items be- 
come a permanent fixture in the com- 
pany’s line that drag a once-profitable en- 
terprise to the brink of ruin. It is to the 
credit of the top sales echelon who recog- 
nize this evil and promptly cut it out of 
the line regardless of the complaints of 
the sales force and customers of long 
standing. 

Profit-planning has its beginning st 
this point in the program—the analysis 
of sales and cost of sales. 

Market potentialities, up until a few 
years ago, were discussed only at the aca- 
demic level of economic meetings and 
conferences. Its entry into the industrial 
field occurred when sales managers could 
not get the answers to questions as to why 


some years the products sold well, in 
other years very poorly, or why products 
previously sold well in some territories or 
regions and not in others. These were 
only primary questions to which many 
more were developed once the marketing 
man came upon the scene. 

Today, the market forecasts and re- 
ports are closely studied for trends of 
product acceptance, regional and _ local 
trading centers, shifts and developments, 
product potentiality, and general research 
into the field of new ideas and products. 

To lay out a beautiful sales forecast 
backed up by the latest market reports 
and other reports of favorable business 
trends will not suffice if sales manage- 
ment does not develop the detailed sales 
programs at the time of developing the 
sales forecast. Developing detailed sales 
programs merely means the various ways 
that sales management will direct the ef- 
forts of the sales force during the fore- 
casted year. It also means the assist that 
must be given the sales force in the areas 
of advertising and promotion. 

The end-product of the Sales Forecast 
Commnittee, of course, is that of the sales 
forecast schedule. 


CAPITAL EXPENDITURES 


The Capital Expenditure Committee is 
now becoming one of the most important 
of the subbudgeting committees. Consid- 
erable emphasis has been placed on the 
importance of the capital expenditures 
since the war years of the 1940's. It has 
been fostered in trade associations, pro- 
fessional associations of engineers, ac- 
countants and others, the writings of 
prominent economists and industrialists, 
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and in organized problems such as thoy 
presented at seminars and workshops. 

The company that does not recognize , 
capital replacement program today is ask. 
ing for trouble in periods of business te. 
cession or depression. Only by keeping 
itself competitively toned or sharp can 4 
pi kd compete in any state of business 
conditions. 

It is in this committee that not only 
the current requirements but requirements 
for the next five or ten years must be cop. 
tinuously reviewed and controlled. 


RESEARCH 
AND DEVELOPMENT EXPENDITURES 

The Research and Development Ex. 
pense Committee should be composed of 
the chief engineer, or research director 
several of the top research people, a sales 
representative, a market analyst, as well as 
one or two of the top operating executives 
of the company from other major divi- 
sions. 

It is in this committee that expendi- 
tures of company funds and working Cap. 
ital can be made and never recovered, 
Every project that is proposed must be 
scrutinized. Every project must be brought 
up for a quarterly review and a complete 
detailed report written for analysis for 
this committee by each project engineer. 

Too frequently, the data of research 
and development expenditures are col- 
lected, reviewed, and formalized in terms 
of dollars. Yet, the basis of the dollars 
and planning of time is in terms of hours. 
Why not borrow a page from the book 
of experience of a sales manager who 
long ago came to the conclusion that 
whenever possible his forecast would be 
expressed in units? 

Applying this principle, research and 
development budgets would be expressed 
in terms of hours and measured in terms 
of hours as performance is incurred. Only 
for top management would the hours be 
converted to dollars. Although many te- 
search and development committees func- 
tion only during the budget preparation 
period, this committee could very easily 
assume a permanent status. A full agenda 
could be established for a monthly meet- 
ing of this committee that would review 
new ideas, marketing studies of the sales 
potential of new products that are in the 
development stage, and the analysis of 
project progress reports. 

Under a permanent committee setup, 
the market analyst should become one of 
its key members. On this man’s shoulders 
will rest the investigation of new ideas 
from an industrial or consumer stand- 
point. A favorable report at this point 
would mean the laying of plans for pro- 
viding funds to begin research. 

Following the research and engineering 
development stages, the new idea takes a 
product shape. At this point, another 
marketing study should be prepared. 

(Continued on page 292) 
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Facts for Collective Bargaining 


John W. Hill 


HE FIRST KNOWN USE of what has in 
Wiedacs language become the word 
“controller” or “comptroller” was by a 
French historian in the year 1292. In the 
old French, it was spelled ‘‘contre-rol- 
leor,’” which literally translated means 
“one who keeps a copy of a document 
used to check the original.’”’ The first 
known use in English was in 1441 when 
Henry VI was observed to identify Sir 
Thomas Stanley as “Countrollour of oure 
household.” 

In the 16th century, the first syllable 
was mistakenly supposed to be “count,” 
etymologically “compt,” and the word 
was spelled “comptroller.” This errone- 
ous spelling was seized upon and used by 
the official scribes of the time and thus 
became the established form of the word 
in connection with various governmental! 
offices in England. It was thus brought to 
the United States. * 

As near as I am able to determine, the 
first use of either “comptroller” or “con- 
troller” as the title of an officer of an 
American corporation was in 1880 when 
the Atchison, Topeka & Santa Fe Railway 
system established the office of comptrol- 
ler. So much for the history lesson! 

I would like to discuss how the con- 
troller’s work touches that of a lawyer 
who represents employers in labor-man- 
agement relations. When I tried to relate 
the two roles, I soon was aware that in- 
stead of looking at the controller I most 
often found myself really looking #o him 
in the sense that I was generally seeking 
information and guidance as to costs and 
the effect on the business enterprise of 
the various issues involved in collective 
bargaining. 

* At that first meeting [of CIA charter mem- 
bers, 1931], we considered many things. One of 
the first was whether a controller is a cont or a 
compt. We settled that one then and there. So 
far as the Institute is concerned, he is a cont. 
To the best of my knowledge that decision kas 
never been questioned within the Institute nor 
brought up for reconsideration. It irritates me a 
little to see an occasional letter to the editor in 
our official publication asking “Why doesn’t 
some authoritative organization decide how to 
Spell the word?’ 1 claim that was done 25 
years ago at this very first meeting of minds. 


—FRANK J. Carr, first president of 
Controllers Institute, in the 25th 


Anniversary Annual Report, 1956 





It is becoming more and more impor- 
tant each year that management repre- 
sentatives who are engaged in collective 
bargaining be supplied with accurate in- 
formation as to their labor costs. A report 
by the Department of Commerce in Feb- 
ruary 1957 stated that labor compensation 
accounts for approximately 56% of the 
cost of the production and distribution 
of nonagricultural products in the United 
States. Thus, it is imperative that man- 
agement have timely and accurate infor- 
mation on the labor costs of its operation. 
In my opinion, the controller is the one 
who is in the best position to see that this 
goal is accomplished. 


GROWTH OF FRINGE BENEFITS 


I have noted with concern that far too 
many managers of businesses today think 
of their labor costs solely in terms of the 
hourly rates of pay of their employes, al- 
most disregarding the costs of the so- 
called fringe benefits which have been in- 
creasing strikingly in number and kind in 
the last decade. Each year in negotiations 
I have felt that the unions have found 
about every form of fringe benefit that is 
possible to find. However, in the follow- 
ing year, up they come with additional 
new ones. I feel that the controller can do 
yeoman service to operational manage- 
ment of the business enterprise by mak- 
ing certain that accurate information on 
fringe-benefit costs is supplied. 


The controller's role in providing 
facts in labor negotiations 


The United States Chamber of Com- 
merce made a study of fringe benefits for 
the year 1955 and the results are star- 
tling. Of 1,000 reporting companies, 
fringe payments ranged from 5% to 
50% of the organization's total payroll. 
The average was 20.3%. This represented 
an average cost of 39.2 cents per hour. 

When I speak of fringe benefits, I am 
referring to such items as: 


Old age and survivors insurance 

Unemployment compensation 
state and federal) 

Workmen’s compensation 

Railroad retirement tax 

Private pension plans 

Life and medical insurance programs 

Guaranteed annual wage 

Separation or termination pay 

Free room and board 

Stock purchase plans 

Paid rest periods, lunch periods, 
wash-up time, travel time, clothes-chang- 
ing time and get-ready time 

Paid vacations and holidays 

Sick leave 

Jury-duty pay 

Voting time off 

Profit-sharing plans 

Christmas bonus 

Service and suggestion awards 


(both 


You can see from the number involved 
that they are pretty well all inclusive. I 
want to point out that of this 39.2 cents 





JOHN W. HILL is a partner in the law firm of King, 
Miller, Anderson, Nash & Yerke, Portland, Ore. His princi- 
pal practice comprises the representation of employers and 
employer associations in industrial and labor relations 
matters and service as labor relations counsel for a num- 
ber of West Coast corporations. His undergraduate work 
was done at Colorado College, University of Oklahoma, 
and University of Oregon, from which he holds B.S. and LL.B. 
degrees. He is admitted to practice in the Oregon and fed- 
eral trial and appellate courts and various federal agencies. 
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per hour fringe-benefit cost, only 6.9 
cents represents legally required pay- 
ments. The others are ones which man- 
agement has either voluntarily granted or 
which are required by virtue of collective 
bargaining concessions. 

A controller can make a most valuable 
contribution to the business enterprise by 
seeing to it that the managers are not 
only fully advised of the cost of their 
present fringe benefits but also the cost 
of the new ones which the unions are at- 
tempting to secure for the first time. Al! 
too often in my experience new fringe 
benefits are agreed to because the em- 
ployer, without any attempt to ascertain 
their real cost, thought they would not 
cost too much. 

It would be appropriate at this point 
to discuss those portions of collective 
bargaining agreements which involve 
costs, inasmuch as these labor agreements 
can affect 56% of the cost of the pro- 
duction and distribution of goods. Some 
of the provisions of a collective bargain- 
ing agreement which involve costs are 
readily apparent and obvious, others are 
not so apparent, but all require considera- 
tion by the controller who is requested to 
advise management on the enterprise’s 
labor costs. 


VACATION TRENDS 

The immediately obvious items are, of 
course, wage rates, paid vacations, paid 
holidays and overtime rates. You should 
be aware, however, that vacations, for ex- 
ample, can have a cost far beyond the 
actual vacation pay when it becomes nec- 
essary to alter shifts and resort to over- 
time to fill vacancies created by vacations 
or where you must resort to less experi- 
enced and adept help for vacation-time 
fill-in work. This particular problem is 
becoming more and more acute as the 
length of vacations increases through col- 
lective bargaining. Five years ago vaca- 
tions in excess of two weeks’ duration 
were extremely rare. Three years ago the 
unions began an organized attempt to in- 
crease vacation time to three weeks for 
the long-service employes. Now the goal 
appears to be four weeks’ vacation after 
20 years of service. 

What is commonly called “the hours- 
of-labor clause” generally requires over- 
time payment before and after specified 
hours and for work on the sixth and 
seventh days in the workweek. This par- 
ticular clause can be extremely costly 
where, by the nature of the particular op- 
eration, maintenance and clean-up work 
must be done outside normal working 
hours. If this is the case in your opera- 
tion, it is important to see that restric- 
tions on the application of the hours-of- 
labor clause are contained therein 
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regarding such required type of off-shift 
work. Call-and-reporting-time minimum 
guarantees can be quite costly where 
weather conditions, for example, deter- 
mine whether work will or will not be 
performed on a regularly scheduled work 
day. 


SENIORITY AND COSTS 


The seniority provisions of a collective 
bargaining agreement can materially af- 
fect labor costs. If, for example, in the 
case of promotions or layoffs, you are re- 
quired by the seniority clause to consider 
an individual's length of service as being 
dispositive of his right to promotion or 
relative layoff position, you are bound to 
have a higher cost of production than 
would be the case if your contract per- 
mitted the consideration of ability and ef- 
ficiency of the individual employe in ad- 
dition to his seniority standing. 





The lack of a tight no-strike clause can, 
for example, result in the expensive 
quickie strikes which plague some indus- 
tries. 

An instance comes to my mind where 
quite recently the controller of a particu- 
lar operation was able to determine that 
what appeared on the surface to be a 
quite innocuous union request would, if 
granted, result in a not insignificant labor 
cost increase. The union requested the 
elimination from the hours-of-labor clause 
of a provision to the effect that the em- 
ployer could dismiss employes for a stated 
period of 30 minutes or more during the 
day and upon their return they would 
resume work at straight-time rates until 
the normal shift ending-time was reached. 
The union argued that once an employe 
was dismissed during the normal work 
hours he should not return to work dur- 
ing the remainder of such shift. If the 
employer thereafter wanted him back, he 
should be paid overtime. 

Upon review, the controller was able to 
determine that because the plant had 
somewhat antiquated equipment, break- 
downs were fairly common, but they were 
generally of a type that could be repaired 
in the matter of an hour or two, and the 
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men were notified to return in the esti. 
mated repair time. Thus, perhaps six 
hours of production could be salvaged in 
the day. The controller was also able to 
estimate through past experience the cost 
to the business enterprise if it was te. 
quired to pay overtime and call-time rates 
under the union proposal to meet their 
minimum production requirements, 


SANCTITY OF RECORDS 

I would like to call your attention to a 
recent development in the field of labor 
management relations which I view with 
considerable alarm and of which I feel 
you as controllers should be fully aware. 
We have noticed in recent years the 
greater governmental invasion into the 
internal workings of businesses. I want to 
call your attention to an even greater 
danger to the sanctity of private business 
records. 

Within the last five years the National 
Labor Relations Board and the courts 
have enunciated a doctrine with unmis- 
takable clarity. It has two basic facets, 
They have held that an employer is obli- 
gated to furnish to the union representing 
his employes confidential employe data 
such as the individual’s job classification 
and wage rate by name, his total annual 
earnings, his vacation and holiday pay re- 
ceived during the preceding year and a 
detailed summary of the amount of over- 
time paid each and every employe. 

These items have been required of em- 
ployers without any prior showing by the 
union of the relevancy or necessity of 
such information to the collective bargain- 
ing process, and what is even more star- 
tling is that the employer is required to 
furnish the union with such information 
with respect to a particular employe even 
though that employe has notified his 
employer in writing that he does not want 
such personal information regarding his 
earnings disclosed to anyone other than 
himself. 

This doctrine has been expanded to re- 
quire the employer to divulge the detailed 
costs and workings of merit-increase 
systems, pension and insurance plans, 
stock-purchase plans and the company’s 
bonus system, all of which have tradition- 
ally been considered most confidential by 
management. 

The second facet of this recent de- 
velopment—and the one which I think is 
more important—concerns the obligation 
of an employer to open his books and 
records for inspection by the union if the 
issue of ability to pay is raised by the 
employer in the course of collective bar- 
gaining. 

For example, in a recent case an em- 
ployer advised the union at the collec- 
tive bargaining table that he would not 
agree to the union’s proposed wage in- 
crease because, if he were to do s0, it 
would throw him out of a competitive 
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sition with the other manufacturers in 
his industry. The union immediately de- 
manded to see the company’s books and 
records to determine its financial status. 
The employer refused, and the union filed 
unfait-labor-practice charges with the Na- 
tional Labor Relations Board. 

The Board ruled that the employer 
committed an unfair-labor practice by re- 
fusing to open his books and records for 
the union’s inspection. On appeal to the 
United States Court of Appeals, the court 
ruled that, if Congress had intended that 
a union should be permitted to have 
access to the most confidential private 
business records of an employer, it would 
have said so in clear and unmistakable 
terms. As it did not, the court reasoned that 
there was no obligation on the part of the 
employer to permit the union to inspect 
his books. The case was subsequently ap- 
pealed to the United States Supreme 
Court, which reversed the Court of Ap- 
peals, upheld the Board, and ruled that 
the employer must open to union inspec- 
tion those books and records which would 
substantiate its position that to grant the 
increase would place him in a noncom- 
petitive position. 


A LANDMARK CASE 

Some brakes were applied recently in 
what has become a landmark case before 
the National Labor Relations Board in 
this area of labor management relations. 
The case involved an Oregon corporation 
which was engaged in negotiations with 
the union regarding the union’s requested 
wage increase. Frior to the actual com- 
mencement of bargaining sessions, the 
union distributed a printed questionnaire 
form of approximately 15 by 20 inches 
dimension. The form requested such 
items as employes’ job classification, rate 
of pay, earnings during the preceding 
year, vacation pay received during said 
year, ‘he number and amount of holiday 
pay received, etc. In addition, it requested 
the employer’s production and sales fig- 
ures for the preceding year in various seg- 
ments and departments of its operations. 

The employer declined to furnish the 
information requested, and the union 
made no showing of its need therefor. 

During the course of the hearing be- 
fore the trial examiner, the union, when 
asked why it requested the production and 
sales data, replied that it wanted to see 
that it did not ask for too much. The 
company took the position that the pro- 
duction and sales data were confidential. 
The general counsel of the Board insisted 
that such information must be furnished 
to the union upon request in the course of 
collective bargaining. 

In our brief before the Board, we 
urged that production and sales data were 
most confidential, that the employer did 
not release such data to anyone, and we 
pointed out that the employer had not 
pleaded inability to pay but instead took 


RULING ON EARLY RETIREMENT BENEFITS CHANGED 


An old ruling by the Treasury on the subject of early re- 
tirement benefits specified that such benefits could be paid 
under an approved plan even if the employe would be 
barred from such benefits if his services were terminated at 


the time for other reasons. 


In April 1957, IRS tightened up on this provision and 
ruled that any reasonable optional early retirement age, with 
the employer's consent, was acceptable under an approved 
plan only to the extent that such benefits did not exceed the 
value of the employe’s vested benefits at the time. 

In a new change of heart, the Treasury has now decided 
that qualified employe benefit plans in effect before the 
stringent 1957 rule went into effect will not Have to be 


amended to comply with it. 


the position that sound business judgment 
made it inadvisable to grant the union’s 
request. We further pointed out that inas- 
much as the raw material supply in this 
particular industry was obtained in large 
measure by competitive bidding the com- 
pany would be placed at an extreme dis- 
advantage if its competitors were able to 
ascertain its raw material requirements, 
and this could be estimated from produc- 
tion information. We contended that if 
the company was required to make these 
production and sales data open to inspec- 
tion by strangers to the business family it 
could be used by the union as a club to 
force the company to agree to concessions 
which it would otherwise not grant in 
order to keep this information from being 
made public. 

The Board kept this case under advise- 
ment for 15 months and finally in a split 
decision ruled that, as the employer had 
made no contention of inability to pay, it 
was not obligated to furnish the union 
with the requested production and sales 
data although it was ordered to supply the 
confidential employe data.* 

The employer's fears in that case were 
not fanciful. I am reminded of an inci- 
dent where, after the 119 day General 
Motors strike in 1945, Walter Reuther 
was asked at a press conference why dur- 
ing the negotiations he had requested that 
General Motors open their books to the 
union to prove why they would not grant 


* The case referred to has been taken to the 
United States Court of Appeals for the District 
of Columbia Circuit by the union in an attempt 
to reverse the National Labor Relations Board 
with respect to its finding that the company did 
not need to furnish production and sales data to 
the union. The AFL-CIO has decided to make 
this a test case on the subject. It should come 
on for hearing during the latter months of 
1958. 
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the requested wage increases. Reuther is 
reported to have leaned back and laughed 
and to have said that that was only for 
publicity purposes. “We wanted to put 
the company over a barrel.” 

I think it is time that the myth be laid 
to rest that the power of employers is so 
great that unions must be fostered by 
government in order to meet such assumed 
power at the collective bargaining table. 
Each day we pick up our newspapers we 
can see that international unions have 
powers far in excess of those of the em- 
ployer when it comes to the economic 
battlefield of collective bargaining. We 
must put an end to this protective attitude 
of the courts and of the National Labor 
Relations Board which started with the 
adoption of the old Wagner Act in the 
mid ’30s and permit the parties to collec- 
tive bargaining to deal at arm’s length. 

I conceive that controllers, as officers of 
businesses, have a duty to preserve the 
sanctity of the records of a business enter- 
prise. I urge you to use every effort within 
your means to actively curb the rise of 
this trend which permits unions to have 
access to confidential business data or col- 
lective bargaining will become a farce. 
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savings alone. 


Kingsboro Mills, Inc., 
Chattanooga, Tenn. 
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Q. Do computers pay off ? 
A. Our IBM 305 Ramac 


pays off in inventory 


Paul H. Quick, 


ELECTRONICS WITH A FLAIR FOR FASHION 
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When you deal with a list of 7,000 retail outlets . . . carry 
a short-lived, yet complex, high-fashion inventory . . . pack 
the major share of your business into two hectic periods of 
the year. .. how can you get the jump on competition? 

Kingsboro Mills, Inc., maker of famous Rogers Lingerie, 
answered that question . . . blasted those problems . . . when 
they became the first manufacturer in the soft-goods indus- 
try to install the IBM 305 Ramac®. 

Having tested this new data processing system with its 
fabulous five-million character memory in the heat of a 
record-breaking selling season, Paul H. Quick, President 
of Kingsboro Mills, Inc., and Richard H. Houck, Vice Presi- 
dent and Treasurer report here on the progress and profits 
possible through an integrated data processing program. 


With an exceptionally successful business such as 
* yours, why did you feel the need for electronics? 


Mr. Houck: Well, we'd had a taste of what IBM could do 
for us with punched cards—reducing the processing of orders 
from ten days to three, for instance. When Ramac came 
along with the means of cutting those time lags in half, 
or even better in some cases, we knew from experience 
what those time savings could mean to us. 


Then what would you say was the main reason for 
* installing Ramac? 


Mr. Quick: One big reason—service to our customers. 


Q. 


Mr. Quick: At one time, during our seasonal peaks we were 


How has Ramac helped you improve your service 
to customers? 





ra 





“Automatic credit check is another management control that 
Ramac gives us.” Richard H. Houck, Vice Pres. and Treasurer. 


literally swamped in processing orders. Mr. Houck was being 
generous when he said before that our lag was sometimes 
ten days. I’ve known it to be as much as two and a half 
weeks. Punched cards cut that lag to three days. Now, 
with Ramac, orders received today are in our shipping 
department tomorrow. 


Q. What else does Ramac do for you? 


Mr. Houck: The big thing for us is the wealth of information 
we get now that we didn’t—or couldn’t—get before. You 
might say that Ramac puts our management out in the field. 
With the new sales reports, market analyses and inventory 
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controls we get now, we know what's going on every minute, 
and can help our salesmen with positive directions. 


Q. Then you consider Ramac a real sales help? 


Mr. Houck: Actually ...the right arm of our selling pro- 
gram. Some time back we inaugurated what we call our 
Never-Out Program. The idea was to keep the retailer 
constantly stocked with basic garments—those with not too 
much of a style factor. With our punched card system we 
could guarantee 48-hour service on a limited portion of 
our line. We used to do 37% of our total sales volume on 
that basis. Now we're doing 63% of our volume in Never-Out 
with Ramac because we can extend that 48-hour service 
into the high-fashion field and keep our customers stocked 
with a bigger variety of fast-selling items. 


Q. Any actual cash savings you can point to? 


Mr. Quick: Here’s where this thing is really paying off. It’s 
taken a tremendous figure out of obsolete merchandise 
sales—the inventory we used to have on hand at the end 
of a season. Our business has increased more than two and 
a half million dollars, and our distress sales are no higher 
than they were three years ago. When Ramac spots inven- 
tory mounting on any item, it calls it to our attention. We 
can stop production today, and prod our salesmen on 
it tomorrow. 


Q. So percentage-wise you're way ahead? 


Mr. Quick: Very definitely! Another thing... in spite of 
doing a lot more business, our general administrative 
expense was exactly the same this year as it was last, to 
the tenth of a percentage point. We have to give Ramac 
credit for that, too. 


Now, how about growth? How does Ramac fit into 
your growth plans? 


IBM 305 Ramac 





“Our big reason for Ramac is better service to our customers ... 
and Ramac remembers every one of them.” 


Mr. Quick: It’s flexible enough to grow with us. We’ve 
already had occasion to prove that. In fact, we look to 
Ramac to speed our growth. 


Didn't this switch to Ramac involve some fairly 
* major dislocations in your day-to-day operations? 


Mr. Houck: Not at all! IBM showed us the way. But we’re 
rather proud of the part our own organization played in 
the cut-over. One of our former machine operators, for 
example, went to an IBM school and developed into a first- 
class programmer. That’s given us the chance to introduce 
a lot of our own ideas into our programming. But the big 
thing has been the service and experience IBM put at our 
disposal. That’s something money can't buy. 


DATA 
PROCESSING 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
590 MADISON AVENUE, NEW YORK 22, NEW YORK 
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check, voucher register and distribution ledger are 
prepared in same operation. Cash disbursements jour- 
nal is furnished as a by-product to writing checks. 
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Accounting 


nasil That Provides 
3. Figure-Facts 


S. William Dwyer, Assistant Secretary, Aerofin Corporation, Syracuse, N. Y. 


Y DEVELOPING an advanced accounting 
B system, we now have up-to-date, de- 
tailed and over-all figures on business 
activity. We know where every cent comes 
from, where it goes, and we provide man- 
agement with figures that show exactly 
what the company has done and is doing, 
so the best possible decisions can be made 
for future business. 

Specifically, the applications include: 
Accounts payable with expense distribu- 
tion; accounts receivable with sales dis- 
tribution; budgetary control by depart- 
ments; payroll; and the general ledger. 
Postings are done on a Burroughs Sensi- 
matic. 


THE CONTROLLER........... 


ACCOUNTS PAYABLE 


Probably the greatest value of our new 
system has been its success on accounts 
payable and expense distribution work. 
Our biggest headache previously had been 
vouchering and distributing costs to some 
1800 expense accounts. We needed im- 
mediate cost breakdowns by controls for 
the various costs that we absorb as a 
charge to inventory or a direct cost. 

Under our new methods, the accounts 
payable clerk matches the invoice with 
the purchase order and verifies prices and 
extensions. She then codes the invoice by 
writing an account number and a vendor's 
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number, which eliminates the need to 
type names. 

Once invoices are approved for pay- 
ment, an adding machine tape is taken of 
the bills to establish a gross total. The 
Sensimatic operator then posts the invoice 
number, coded vendor number, amount 
and date to the voucher. By touching the 
appropriate “register” key, this informa- 
tion is automatically posted to the ac- 
count’s distribution card, and the control 
is identified by a small, italicized number 
which the register key prints behind the 
amount. 

All balancing and proving is automatic 
and totals of posting by controls, gross 
and net, accumulate in the machine. At the 
end of the run, the operator posts the con- 
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trol totals to control cards and checks the 
total of all controls with the total of the 
ing machine tape. 

2 are ot filed by vendor's 
number. The distribution card also carries 
the vendor's number, account number, 
monthly total and year-to-date total. When 
trial-balancing at the end of the month, 
year-to-date totals are processed on a 
tape in the machine and printed on ledg- 
ers in a proof operation. 

Check writing is also accomplished 
on the machine, using prenumbered 
vouchers. Machine-posting includes the 
vendor number, check number, and gross 
and net amounts. A check register is pre- 
pared as a by-product of the posting. All 
totals are again automatic and each post- 
ing is line-proofed. 


ACCOUNTS RECEIVABLE 

We have but a few receivable accounts, 
although some accounts may run as high 
as 500-600 entries a month. Copies of our 
invoices are sorted according to statement 
categories, then further sorted to group 
account distribution. This provides us 
with a picture of sales according to geo- 
graphical areas that we have established. 

The charges are posted to statements 
and ledgers on the machine. This posting 
includes the date, invoice number, shop 
order number and amount. The statement 
total is then posted to the account distri- 
bution card automatically. 

Using the machine’s “‘register’’ keys, 
we accumulate totals during the run by 
nine geographical areas. At the end of the 
run, then, we have a complete distribution 
of sales by accounts plus total sales by 
territories. 


BUDGETARY CONTROL 

Budget reports on labor expenses in 
each department of our 21 cost centers 
are posted monthly. At the top of each 
report is printed the budget for the item. 
In most productive departments this 
figure will necessarily vary from month to 
month. Nonproductive departments, of 
course, have fixed budgets, but the process 
is the same on the posting in either case. 

The machine operator posts the reports 
from department production tickets, enter- 
ing the budgeted amount for the month 
and then the amount expended for the 
month. The machine then automatically 
computes the variance and prints this 
amount in either black, if under the 
budget, or red, if in excess of budget. She 
then enters the total budget for the year 
and the total actual expenditure for the 
year and the machine again computes and 
prints the new variance figure as a year-to- 
date total. At the end of each department 
posting, the machine prints the accumu- 
lated totals of actual expenses, budgeted 
expenses and the amount of variance. 

These budget reports are prepared in 
five copies with one copy forwarded to 


the department foreman, one to the plant 
superintendent, two copies to the presi- 
dent of the firm and the fifth copy be- 
comes our file copy for later posting to the 
general ledger and profit-and-loss_state- 
ment. By scanning these reports, manage- 
ment can quickly determine which opera- 
tions are profitable and which operations 
should be reviewed. 


PAYROLL 

Although our 120 hourly rated em- 
ployes are paid in cash, payroll records 
are handled on the accounting machine 
with all records completed in one machine 
operation. The entire job of posting earn- 
ings records, a stub showing each employe 
his earnings and deductions, and a payroll 





journal is completed in less than two 
hours. Payroll totals are further broken 
down by cost centers, aiding the posting 
of our budget-reporting. 

The accumulated and proven totals of 
all journals make preparation of the gen- 
eral ledger a simple listing job. 

The development of modern account- 
ing techniques plus the automatic features 
of our machine accounting has provided 
us with a streamlined, and highly efficient 
system. Without the improved system, we 
would need at least one and possibly two 
additional office personnel. Detailed and 
up-to-date records now serve as an in- 
valuable aid to management in appraising 
today’s business and planning for tomor- 
row s progress. 







































































DEPARTMENTAL OPERATING STATEMENT 
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Budgetary control of departmental expenses is reported on op- 
erating statement. This record is posted monthly to compare ac- 
tual and budgeted expenses. Variances for the month and year to 
date are printed automatically at Aerofin Corporation, Syracuse. 
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OUBLE TAXATION of corporate earn- 
D ings, a feature of the federal tax 
structure long and hotly debated, may 
actually mean a lower tax liability for 
some stockholders than if their share of 


corporate earnings was reached by the. 


personal tax alone. For the majority, how- 
ever, it means added tax burdens. Effects 
of these two income taxes—one at the 
corporate level and another at the per- 
sonal level when earnings are distributed 
—were made the subject of an intensive 
study by Dr. Daniel M. Holland of the 
research staff of the National Bureau of 
Economic Research and member of the 
faculty of New York University. 

Tax specialists, politicians, and econ- 
omists have frequently attacked as a 
major inequity of the present tax system 
the fact that a stockholder’s corporate 
earnings are treated differently from his 
other sources of income. But they have 
disagreed widely as to the extent of the 
difference, the nature of the resulting 
burdens or benefits and on the appro- 
priate remedy. Dr. Holland set out to 
assess the quantitative evidence bearing on 
the problem. His results were published 
recently for the National Bureau by Prince- 
ton University Press under the title The 
Income-Tax Burden on Stockholders. The 
study is based upon data from federal 
income tax returns tabulated annually by 
the Internal Revenue Service, and covers 
the years 1940 through 1952. 

In his investigation, the author con- 
sidered both earnings for distribution as 
dividends and earnings for retention in 
the corporation as income allocable to the 
individual stockholder-owner. Thus, in 
computing a stockholder’s federal income 
tax liability, he included both the cor- 
porate and personal taxes. This concept is 
basic to the study. The combined taxes on 
“net corporate earnings’ due under the 
present tax system were compared with 
taxes on the same earnings a stockholder 
would pay if the rate schedule applicable 








Double Taxation of Corporate Earnings Studied 


to personal income were the only tax 
applied to this segment of his income. If 
the tax paid under the existing corporate 
and personal tax system exceeds the 
amount which the stockholder would pay 
under the personal rate schedule alone, 
then the conclusion is that the stockholder 
is being “‘overtaxed,” in the language of 
this study. 

Dr. Holland assembled a mass of data 
which in many aspects supports principles 
developed by earlier investigators. His 
purpose was to show how heavy the 
alleged overtaxation or undertaxation was; 
what factors determined its size; and how 
it affected total federal tax revenues in the 
years studied. 

To analyze the unequal tax burden on 
stockholders, he selected four measures or 
differentials, each illuminating a particu- 
lar aspect of the problem. First he ex- 
amined the extra burden on corporate 
earnings for distribution—the usual target 
of critics of double taxation. Secondly, he 
studied the stockholder’s share of earnings 
for retention. He combined these two 
measures in total net corporate earnings 
as a third differential. Finally, he related 
the extra burden imposed by the present 
corporate tax structure to the total income 
of stockholders, to find out how much 
more or how much less stockholders are 
now taxed than they would be if they 
paid all their taxes on the basis of the 
personal rate schedule. 

Among the major conclusions of the 
study are the following: 


1. Taxes paid by stockholders on earn- 
ings for distribution as dividends were 
substantially heavier than if computed ac- 
cording to personal income tax rates, but 
the extra burden was less severe at higher- 
income levels than at lower-income levels. 
At any given income level, the amount of 
the excess varied from year to year, re- 
flecting changes in the relation of the cor- 
porate to the personal tax rates as well as 
the effects of other factors. 
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2. On earnings for retention, the te. 
sults are more complex. They follow the 
same general pattern as with earnings for 
distribution, but the extra burden is less 
at all income levels. Moreover, in top-in. 
come brackets there was marked under. 
taxation, mainly because the corporate in- 
come tax rate is less than the personal 
income tax rate in these brackets. 

3. When both sets of earnings were 
combined as net corporate earnings, the 
extra burden or tax differential again de. 
clined as stockholder income rose. Most 
stockholders were overtaxed when this 
component was analyzed, but wealthier 
stockholders were undertaxed by the pres- 
ent tax system. 


For example: On earnings for distribu- 
tion alone an average stockholder with a 
$3,000 income was “‘overtaxed’”’ by 34 
per cent, but a stockholder with a 
$500,000 income, by only 10 per cent, 
The figures are for 1950, a representative 
year. On earnings for retention there was 
an extra burden of 29 per cent for the 
stockholder with $3,000 income, but a 
benefit of 33 per cent at the $500,000 
level. The net result for the two compo- 
nents of earnings combined was overtaxa- 
tion amounting to 31 per cent at the 
$3,000 level and undertaxation of 16 per 
cent at the $500,000 level of stock- 
holder's income. 

The degree of over- or undertaxation 
is altered, however, by changing some of 
the assumptions selected by Dr. Holland 
as the main basis for his study. He ap- 
praised some alternative theories also. 
For instance, under his standard method 
he assumed that the incidence of the cor- 
porate tax is upon profits; but he found 
that if its effects are partly shifted for- 
ward (in the form of higher prices), 
overtaxation dwindles and undertaxation 
assumes greater importance. Or, if cor- 
porate earnings are measured with refer- 
ence to current inventory and depreciable 
asset replacement costs, overtaxation is 
more severe than the standard method of 
the study indicates. 

The author takes issue with the famil- 
iar argument that the taxation of corpo- 
rate earnings adds to the “progressivity” 
of our tax system, because stockholdings 
are concentrated in upper-income groups. 
He observes, to begin with, that any 
progressivity the present rates exhibit ap- 
plies to only one group of taxpayers— 
stockholders. Examining the figures from 
several standpoints, he concludes that 
whatever progression may have existed 
for this group was of a “‘rude, uneven, 
and indiscriminate type.” 

Under one definition, he found that 
stockholders were taxed more progres- 
sively than other taxpayers at similar in- 
come levels up to about $12,000, in the 
earlier years of the decade, and to the 
$50,000 level from 1948 through 1952; 
over the rest of the income range, taXa- 
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tion of stockholders was less pee 
than of non-stockholders. Under another 
definition, the evidence showed clearly 
that stockholders were taxed less progres- 
sively than other taxpayers with similar 
incomes who paid taxes under the per- 
sonal rate schedule only. 

Having investigated the effects of the 

resent tax structure upon the individual 
stockholder-taxpayer, Dr. Holland ex- 
amined the over-all picture in terms of 
total figures. He first appraised the effect 
on federal tax revenues if the “partner- 
ship method” were applied to corporate 
earnings: that is, if the personal income 
tax schedule were applicable to a stock- 
holder’s pro rata share of corporate earn- 
ings. Quite varied results were found in 
the four years selected for detailed study. 
The most surprising results appeared for 
1947, when a shift to the partnership 
method would have resulted in a modest 
gain in federal revenues. (But a relatively 
slight loss would show up in later years, 
due to lower tax liabilities from capital 
gains sources.) In 1950 the Federal Gov- 
ernment would have lost about $4 billion 
in taxes under the partnership method, 
and an additional amount of $1.4 billion 
in capital gains taxes in future years. A 
similar pattern appeared for 1949 and 
1952. Increases of three to five percentage 
points in the personal income tax rate 
schedule would have been required in 
these years to compensate the Govern- 
ment for the losses suffered under the 
partnership method. 

Comparing aggregate figures under the 
two tax systems, the author found that 
the present system overtaxes stockholders 
in income classes under $50,000; is 
roughly neutral in the $50-100,000 lev- 
els; and favors or undertaxes stockhold- 
ets with incomes of $100,000 or over. 
The total amounts of over- and undertax- 
ation, in 1950, were about the same, but 
the overwhelming majority of stockhold- 
ets suffered from overtaxation compared 
to their hypothetical tax liability under 
the personal income rates. 

The aggregate figures also confirmed 
the less progressive effect of the present 
tax rates on corporate earnings as com- 
pared with taxes figured under the rates 
applying to personal income. Both tax 
systems tend to equalize the distribution 
of stockholders’ incomes, but the partner- 
ship method would have had a more 
powerful equalizing effect. 

As against the alternative of the part- 
netship method, the study shows that the 
net revenue currently obtained by taxing 
corporate income twice represented only 
a fraction of the total corporate income 
tax liability. It varied, in the years stud- 
ied, from less than zero to a little over 
one-third. Policy recommendations were 
outside the scope of the study. Without 
advocating any particular course of ac- 
tion, Dr. Holland says: 

“These findings suggest that, at the 
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present time, were the federal revenue re- 
quirements to develop in such a way that 
a cut of, say, 25 per cent in corporation 
normal and surtax rates could be seriously 
contemplated, it would also be feasible, 
from the revenue point of view, to abol- 
ish the corporate income tax entirely if 
corporate earnings were fully and 
promptly taxed to stockholders as part of 
their personal income.” 

Dr. Holland also tested the effects of 
the relief provisions of the Internal Reve- 
nue Code of 1954, which permit a stock- 
holder to exclude from his gross income 
up to $50 of dividends ($100 for joint 
returns) and allow him a credit against 
his tax equal to 4 per cent of the divi- 
dends above the amount excluded. While 
this measure obviously does lessen the 
burden of double taxation for all divi- 
dend recipients, the greatest benefit (of 
20 to 30 per cent) is exhibited at the 
lowest- and highest-income levels. The 
middle group receives moderate relief of 
about 10 per cent of the extra burden. 
Thus it seems that these much-discussed 
relief provisions operate somewhat capri- 
ciously and serve rather inadequately the 
purpose for which they were intended. 
The reason is that they do not directly 
take account of the fact that the severity 
of double taxation of distributed earnings 
declines as a stockholders’ income rises. 

Throughout his report the author em- 
phasizes the various assumptions it was 
necessary to make in attacking the prob- 
lem, and carefully states the “standard 


method” finally selected for his work. He | 


tested his findings against a number of 
alternative assumptions and variants, some 


of which bore out the general pattern of | 


his conclusions, although in some cases 
altering the magnitudes involved. This 
comprehensive investigation should prove 
useful to anyone grappling with the com- 
plexities of our tax system, trying to ana- 
lyze its effects, and appraising the degree 
of distributional justice which it affords 
to taxpayers. 





Dividend Policies Studied 
by NICB 


Flexibility is a primary ingredient in 
the dividend policies of 184 firms sur- 
veyed by the National Industrial Confer- 
ence Board. Although 57 per cent of the 
survey participants report that their com- 
panies attempt to pay a more or less fixed 
percentage of each year’s earnings, many 
say that any “rule of thumb’ employed is 
a very limber one. Factors which influence 
their dividend policies include earnings 
in the immediate past and those antici- 
pated in the near future, and the need for 
retaining earnings for capital improve 
ments and expansion. The remaining 4 
per cent of the survey cooperators make 
no attempt at all to fix the proportion of 
earnings they expect to distribute in the 








form of cash dividends, explaining that 
changing economic conditions make it 
impossible. 

Of those firms that do attempt to ad- 
here to a stated rate, the majority feel it is 
desirable to retain at least 50 per cent of 
the earnings in the business ee to pay out 
the remaining 50 per cent as dividends. 

About half of the participants in this 
survey follow the practice of issuing stock 
dividends, the Conference Board reports. 
Of those who do, two thirds consider 
them as a substitute for cash payments and 
one third as a supplement to cash pay- 
ments. 

Opinions on the value of stock divi- 
dends vary widely among the survey co- 
operators, the NICB finds. 

As to the frequency of their dividend 
payments, respondents show themselves 
overwhelmingly in favor of quarterly dis- 
tribution. Ninety-one per cent report that 
dividend disbursements are on a quarterly 
basis, 4 per cent make them semiannually, 
3 per cent pay annually, while the rest fol- 
low some other dividend interval. Sixty- 
six per cent of the cooperators consider 
continuity of dividend payment as more 
important than stability of the rate or the 
absolute size of the dividend. Twenty- 
seven per cent give top ranking to stability 
of rate, while the remaining 7 per cent of 
the cooperators place primary emphasis on 
the amount in making dividend decisions. 
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ETTER and faster-produced financial 

and operational reports demanded by 
management because of the increasingly 
complex organizational make-up, which 
has been developing in companies during 
recent years, have resulted in new tech- 
niques and procedures, according to a 
report on accounting practices issued by 
the National Association of Accountants. 
Practices of 51 companies, ranging from 
small to very large, are summarized in the 
report, entitled “Speeding Up Interim 
Closings and Reports.” 

The companies revealed that projects 
to alter procedures and systems in order 
to achieve earlier closings were generally 
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Did you know that any company—large or 
small—can take advantage of modern data- 


processing methods to cut costs on 
operations like these? 


STATISTICAL provides a service that combines 
automatic procedures with the latest comput- 
ing and tabulating equipment’to give you all 





New Techniques for Accounting Reports 


set in motion by a growing sense of need, 
rather than a definite urgency. Need for 
change in most companies was attributed 
to semi-specific causes like manage- 
ment complaints, “proving” the forecast, 
the length of the closing period, re- 
alization that reports were “‘history” 
under old procedures, spreading the ac- 
counting work, need for better variance 
analysis, growth of the company, intensi- 
fied competition, decentralization of or- 
ganization and diversification of opera- 
tions. Occasionally, a more instant cause 
was responsible, such as requirement to 
conform to practices of a parent company, 
demands of a new management or urgent 
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pre-closing requests for information, 

The approach to the problem generally 
taken was to make a detailed analysis of 
the data required for operating state. 
ments. The source of the data was de. 
termined, and methods of accumulation 
time required, and subsequent dependent 
operations scrutinized. Companies reported 
that these analyses showed that basically 
there were two general sources of delay in 
closings: incomplete utilization of person- 
nel and equipment and the lack of fa- 
miliarity with the operations in each 
accounting link by other links of the same 
chain. Company practices indicated that 
the means used to counteract these delays 
and achieve faster closings include: 


1. Tightening of procedural steps of the 
closing through scheduling so that 
each employe concerned knows the 
“what” and “when” of the part he 
plays. 

. Introduction of better methods which 
often, though not necessarily, utilize 
tabulating and other accounting equip- 
ment. 

3. Overcoming obstacles presented by 
particular classifications of information 
hard to complete at closing time, such 
as sales, job billings late in the period, 
accounts payable and their distribution 
to costs, inventories, payrolls and criti- 
cal information from outlying points. 


No 


Businessmen in Government 


Businessmen who work for the Gov- 
ernment do not stay long enough and 
too many others shun any tour of duty 
in Washington, according to the Har- 
vard Business School Club of Washing- 
ton. A study carried on by this group 
over a three-year period, based on per- 
sonal interviews and on questionnaires, 
indicated the following: 

1. Businessmen who have already re- 
turned to private life served with the 
Government about 15 months. 

2. One half of those who served the 
Government for some time said they be- 
lieve their business careers were en- 
hanced by the public service background 
while only 4% said their careers had 
been injured. One third of them got 
better jobs when they returned to busi- 
ness life. 

3. Career civil servants compliment 
the businessmen in their bureaus for 
bringing something “‘different’’ into the 
Government and for their ability to 
make decisions. 

A composite profile of the average 
businessman just beginning government 
service put him at 45 years of age, with 
a salary of $14,600 a year and three or 
four dependents. Usually he comes 
from a manufacturing industry. The 
salary he receives in government ranges 
from $12,000 to a $25,000 top for a cab- 
inet post but most of the jobs pay 
$15,000 or less. 
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Accounting for Depreciation 
erally Most corporation officials agree that re- 
‘ he ports to stockholders should give more | 
ate. i ff f inflati 
information about the effect of inflation 
og on depreciation charges, according to an WO GSY GUS 6) @ uCce OSs “ 
Ni atticle published in the Journal of Ac- 
ae countancy. This is the primary finding of 
: a a new survey of business executives and 
$e ly educators by the American Institute of 
wd « Certified Public Accountants. | 
ress The survey shows that a large majority | 
- of business executives thinks that stock- | WHOLE-DOLLAR ACCOUNTING 
each holders should be told what depreciation | ne 
pri would be if it were based on current Shows how you can increase productivity or 
Pp costs. While most of them do not rec- | reduce costs in the operation of your account- 
ays * | 
ommend changing — —- of | ing department. Tells why and how com- 
; reporting net income, they would approve satis allah Pore os . 
f the footnotes or supplemental income state- | panies switched to whole-dollar accounting. 
that ments to show the amount of deprecia- | You can learn from the experience of others 
the tion in terms of current dollar costs. > snails ieee‘ casei ‘ q 
+ ie The survey was conducted by the Tech- and save the ‘‘spade work’ they experienced. 
nical Services Department of AICPA. | Pri ; 
hich Carman G. Blough, Director of Research, | fice pet Copy $7.50 
tilize commenting on the findings said that if a ee eT ‘ 
oak plant, for example, cost $3 million some ($6.00 to members of Controllers Institute) 
years ago, it would probably cost $6 mil- 
by lion today merely to maintain its original 
tion productive capacity, to say nothing of the CASE STUDIES IN 
such costs of expansion. When this additional | 
riod, capital is needed, it will have to come RECORDS RETENTION AND CONTROL 
ition from some combination of borrowing, is- The foremost study in its field gives case his- 
criti- suing more shares of stock, or retention | : 3 
nahi of earnings by restricting dividends. | tories of many companies carefully selected 
“Stockholders need to be told some of the to provide variety in size, location, profit 
financial facts of life in order to under- : q duct. Th ae ie 
stand what often happens to their divi- | Margin, and product. : € records programs 
Sa dends in periods of rising prices and range from simple and formative to elaborate 
and higher costs,” he said. me ane or and highly staffed. Your own records pro- 
luty The significance of the survey,” said | ; 
“tig Mr. Blough, “is in showing that many ex- | gram can be started, or modified, after you 
ing- ecutives and educators think the stock- | see how other companies have solved similar 
oup holder may be seriously misinformed roblems in records retention and control 
per- about his investment unless he has in- | P j 
: formation about the effect of inflation | ; 
res, bout a : 
upon depreciation.”” He added that “they Price pet copy $7.50 
fe- believe that unless inflation is taken into ($5.75 to members of Controllers Institute) 
the account, operating costs will be under- | 
stated and net income overstated. They 
the also feel that income taxes are inequitably 
be- high in the case of ‘heavy’ industries, and 
en- often will partly be paid out of capital. 
ind Under such an interpretation, dividends 
had may be partly a return of capital rather 
got than a distribution of earnings,” he said. a ate 
: k : : : Controllership Foundation, Inc. 6-58 | 
usi- More than 400 representatives of busi- "iia Sid Denia tees Seaman | 
ness firms and educators responded to the ee ee Te a 
ent inquity as to whether corporate reports to Send me —____ copies of ““Whole-Dollar Accounting” at $7.50 each 
for stockholders should disclose current dol- 
the lar cost of depreciation, whether such sctaehsaaiaslueaiaiaasa copies of “Records Retention and Control” at $7.50 each 
to disclosure should be mandatory, and NAME . ieee 
whether disclosure should depend on the | = ©” ee A aie a ee ES ae ee | 
age acceptability of current-cost depreciation COMVAINM | sceue dese on gies : ee tees 
owe for income tax purposes. Pe Te ae ne), a Be ee 
i 
pi ACCOUNTANTS ABILITY TEST KIT will save GURY... s:.. sp od Sere ee ; FONE is ious: SER ea 
7 — gr ong and nig ocean, Soe by . 
ep oe Check enclosed D Bill me later O | 
e or worc t te. t t ° 
oa plete Test ateut ib aes aaa con’ oe per os" Orders from nonmembers outside continental U.S. and Canada 
g by any clerk in less than 5 minutes. For $5.00 we ; " a J ; — 
ab- will send you 10 Tests, our Master Grader and must be accompanied by remittance 
Instruction Sheet. Satisfaction guaranteed. Ac- 
Day counting Service Company, Dept. 306, G.P.O. 664, 
New York 1, N. Y. 
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THE FUNCTIONS OF THE EXECUTIVE* 
By Chester I. Barnard 


Reviewed by ROBERT B. WHEELAN 
Controllership Foundation 
New York 


Chester I. Barnard’s book is a profound 
essay on organization and administration. 
It incorporates the wealth of experience 
Mr. Barnard has gained in his association 
with numerous types of organizations— 
business, educational, governmental and 
philanthropical. Because of its sophistica- 
tion, though, it is not a book to be read 
hurriedly but one which requires an alert 
perusal to comprehend its meaning. 

Formally, this book is divided into four 
parts but in a sense it consists of two short 
treatises. One is a penetrating exposition 
of a theory of cooperation and organiza- 
tion and constitutes the first half of the 
book. The second is a study of the func- 
tions and methods of operations of execu- 
tives in formal organizations. The two 
subjects, though, are in concrete action 
and experience inseparable. 

The text is not restricted to industrial 
organizations and since it treats the con- 
crete cooperative system as a synthesis of 
physical, biological, personal, and social 
elements in mutual dependence, it cuts 
across all the social sciences as well as the 
practice of industrial, commercial, mili- 
tary, governmental and religious organ- 
izations. In fact, as the author states, it 
has at its heart the deep paradox and con- 
flict of feelings in the lives of men. It is 
the story of man in society—free and un- 
free; controlling and controlled; choos- 
ing and being chosen; inducing and being 
unable to resist inducement; the source of 
authority and being unable to deny it; 
independent and dependent; nourishing 
their personalities, and yet depersonal- 
ized; forming purposes and being forced 
to change them; searching for limitations 
in order to make decisions; seeking the 
particular but concerned with the whole; 
finding leaders and denying their leader- 


* Published by Harvard University Press, 
Cambridge 38, Mass. $5.00. 


ship; hoping to dominate the earth and 
being dominated by the unseen. 

His theory of cooperative systems and 
of organization requires the acceptance of 
opposing philosophies as describing as- 
pects of social phenomena. 

He illustrates on the one side those 
philosophies that explain human conduct 
as a presentation of universal forces, that 
regard the individual as merely respon- 
sive, that deny freedom of choice or of 
will, that make of organization and so- 
cialism the basic position. These are found 
to rest upon facts that are widely ob- 
served and that govern men’s behavior 
and thought in social situations. 

On the other side those philosophies 
that grant freedom of choice and of will, 
that make the individual an independent 
entity, that depress the physical and social 
environment to a secondary and accessory 
condition are also consistent with other 
facts of behavior and thought. 

He then states under what conditions, 
in what connections, and for what pur- 
poses one or the other of these positions 
may be adopted usefully and shows how 
they may be regarded as simultaneously 
applicable. 

Mr. Barnard’s concern throughout this 
book stems from his hypothesis that or- 
ganization is the result of cooperation be- 
tween two or more persons. He states that 
while it is readily believed that organized 
effort is normally successful, it is a fact 
that successful cooperation in or by formal 
organization is the abnormal, not the nor- 
mal, condition. The organizations com- 
manding sustained attention, almost all of 
which are short-lived at best, are the ex- 
ceptions not the rule. 

The root of the instability lies in the 
forces outside. The survival of an organ- 
ization depends upon the maintenance of 
an equilibrium of complex character in a 
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continuously fluctuating environment of 
physical, biological and social materials, 
elements and forces which calls for read. 
justment of processes internal to the or. 
ganization. 

The author illustrates the many varied 
reasons for his concern while at the same 
time providing a description of the proc. 
esses of organization by the development 
of a conceptual scheme embodying several 
essential assumptions: 

1. The individual human being pos- 
sesses a limited power of choice. At the 
same time he is a result of, and is nar- 
rowly limited by, the factors of the total 
situation. He has motives, arrives at pur- 
poses, and wills to accomplish them. His 
method is to select a particular factor or 
set of factors in the total situation and to 
change the situation by operations on 
these factors. These are, from the view- 
point of purpose, the limiting factors and 
are the strategic points of attack. 

2. Among the most important limiting 
factors in the situation of each individual 
are his own biological limitations. The 
most effective method of overcoming these 
limitations has been that of cooperation. 
This requires the adoption of a group, or 
nonpersonal, purpose. The situation with 
reference to such a purpose is composed 
of innumerable factors, which must be 
discriminated as limiting or nonlimiting 
factors. 

3. Cooperation is a social aspect of the 
total situation and social factors arise from 
it. These factors may be in turn the lim- 
iting factors of any situation. This arises 
from two considerations: (a) the proc- 
esses of interaction must be discovered or 
invented, just as a physical operation must 
be discovered or invented; (b) the inter- 
action changes the motives and interest of 
those participating in the cooperation. 

4. ‘the persistence of cooperation de- 
pends upon two conditions: (a) its ef- 
fectiveness; and (b) its efficiency. Effec- 
tiveness relates to the accomplishment of 
the cooperative purpose, which is social 
and nonpersonal in character. Efficiency 
relates to the satisfaction of individual 
motives and is personal in character. The 
test of effectiveness is the accomplish- 
ment of a common purpose or purposes; 
effectiveness can be measured. The test of 
efficiency is the eliciting of sufficient in- 
dividual wills to cooperate. 

5. The survival of cooperation, there- 
fore, depends upon two interrelated and 
interdependent classes of processes: (a) 
those which relate to the system of coop- 
eration as a whole in relation to the en- 
vironment; and (b) those which relate 
to the creation or distribution of satisfac- 
tions among individuals. 

6. The instability and failures of coop- 
eration arise from defects in each of these 
classes of processes separately and from 
defects in their combination. The func- 
tions of the executive are those of secut- 
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ing the effective adaptation of these proc- 
esses. 

Mr. Barnard indicates that an executive 
must understand all the huge array of 
factors which emerge from our compli- 
cated environment. He must know each 
of them is relevant to its several purposes. 
He must evaluate and interpret the con- 
tribution that each individual can make 
and select the proportions of each which 
will facilitate the attainment of some 
agreed purpose. 

The book, by presenting such a thor- 
ough analysis of cooperation and organiza- 
tion, serves not only to provide an execu- 
tive with the understanding necessary to 
achieve his proper function but, in addi- 
tion, will prove enlightening to all indi- 
viduals who wish to obtain a better un- 
derstanding of themselves and their fellow 


men. 


REPORTING THE 
FINANCIAL DATA 
TO TOP MANAGEMENT* 


Executives from major companies ana- 
lyze top management's views and require- 
ments on financial reporting; they de- 
scribe the basic elements of their financial 
reporting programs and discuss the finan- 
cial aspects of long-range planning as well 
as show how to present financial data 
more effectively for specific top-manage- 
ment decisions. The papers in this report 
were originally presented in April 1957 
at a special conference on ‘Reporting Fi- 
nancial Data to Top Management” spon- 
sored by the finance division of the Amer- 
ican Management Association. 


* Special Report No. 25 published by the 
American Management Association, Inc., 1515 
Broadway (Times Square), New York 36, 
NEY. $5.25. 


CURRENT PRACTICE IN 
ACCOUNTING FOR 
DEPRECIATION 


Research Report No. 33* 


A study undertaken by the NAA to as- 
certain the trends and new thinking on 
depreciation and to re-examine established 
depreciation accounting practices in the 
light of present-day conditions. Emphasis 
is placed upon purposes served by ac- 
counting for depreciation and how well 
these objectives are met by various depre- 
ciation practices. Proposals for tax law re- 
forms with respect to depreciation in the 
administration of these laws are not con- 
sidered but the effects which changes in 
depreciation procedures may be expected 
to have are pointed out where relevant to 
other topics included in the study. 





* Published by the National Association of 
Accountants, 505 Park Avenue, New York 22, 
iNe'Y,- 91:50. 
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to an ELECTRONICS ENCYCLOPEDIA 


ym ’ BUSINESS ELECTRONICS 
Mew - W REFERENCE GUIDE—VOL. 4 


Here, at last, is a veritable encyclopedia on busi- 
ness electronics. You, and your staff, will each 
want a copy for ready reference in discussions or 
investigations of any phase of business applica- 
tions of electronic machines. Major sections of 
this complete reference work include: 





1. ELECTRONIC COMPUTER INSTALLATIONS AND APPLICATIONS 


Complete information on 383 computer users, giving the 
equipment they have, the actual applications. Also, index 
of applications and summary of machines in use. 


2. ELECTRONIC DATA-PROCESSING SYSTEMS 


Reports of 34 U. S. and foreign computers available for 
business applications. Also operating characteristics, 
rental or selling price, etc. 


3. COMMERCIAL COMPUTING CENTERS 
Reports on 71 U. S. and foreign computing centers. Gives 
make, model and number of computers installed. 

4. ANNOTATED REFERENCE TO PUBLISHED MATERIAL 
Detailed descriptions of 416 periodical articles, 246 pam- 
phlets, etc., and 28 books—all published between July 15, 
1956 and January 31, 1958. 

5. COURSES/TRAINING PROGRAMS AND SEMINARS 
Description of courses, fees, schedules, etc. offered by 44 
organizations and similar information on seminars of- 
fered by 13 organizations. 

6. VISUAL PRESENTATIONS 
Full details on films/slides and their availability. 

7. PLUS THESE EXTRAS 
Index to all annotated material . . . full information on 
subscription services in business electronics . . . and in- 
dex of publications and publishers. 


Onder Now! 
575.00 


($10.00 to members of Controllers Institute of America) 





CONTROLLERSHIP FOUNDATION, INC. 
Research Arm of Controllers Institute 
TWO PARK AVENUE ° NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 
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OFFICE EQUIPMENT: 
BUY OR RENT?* 


By Robert N. Anthony 
and Samuel Schwartz 


The problem discussed in this book is: 
Having decided to acquire a piece of office 
equipment, should you acquire it by out- 
right purchase or by rental? This prob- 
lem is essentially one of investment policy, 
and like any investment problem the basic 
issue is whether the rental and other costs 
that are saved when funds are invested 
in equipment will be large enough to 
constitute an adequate return on invest- 
ment. The authors point out that each 
item of equipment requires a separate 
analysis, but the same approach can be 















used for all types of equipment. Essen- 
tially, this approach compares the pur- 
chase price with the present value of the 
stream of rental payments and other costs 
that are saved when the machine is pur- 
chased. This comparison is made with the 
use of special tables that have been 
worked out for the specific problem. The 
essential quantitative factors that users 
need to take into account in making a 
comparison include: 

1. The earnings rate which they re- 
quire on investments of the type under 
consideration ; 

2. The estimated useful 
equipment; and 

3. The costs involved in buying and in 
renting. 


life of the 


Each of the foregoing factors is dealt 
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Every year companies go out of business—or suffer severe loss— 
because of inadequate insurance coverage. 


Protecting your business is the business of Ebasco’s insurance 
specialists. They do not sell insurance—but they will survey your 
insurance needs and give you skilled, objective help on your com- 


pany’s insurance program. 


EBASCO SPECIALISTS WILL: 


e analyze the hazards peculiar to your business 


e assist in selecting the types of insurance best suited to your needs 


e keep you advised on changes and developments that affect 


your coverage 


Find out now about the insurance services offered by Ebasco’s spe- 
cialists. It will assure you of a sound, comprehensive insurance 
program at low cost. Send for our booklet, ‘‘Let Ebasco help you get 
the most out of your insurance program.’ No obligation, of course. 
Write: Ebasco Services Incorporated, Dept. X, Two Rector Street, 


New York 6, N. Y. 
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with at length by the authors. Finally 
there is a discussion of such special prob. 
lems as buying on an installment plan, 
rental with an option to buy and the ef. 
fects of deferring a decision. 

* Published by Management Analysis Center, 


Inc., 275 Newberry Street, Boston 16, Mass. 
$15.00. 


AN INTRODUCTION TO 
AUTOMATIC COMPUTERS* 


By Ned Chapin 


For the businessman, accountant or sys- 
tems engineer who wants a quick, sure 
understanding of the profitable use of an 
automatic computer, this clearly written 
guide by a noted authority will give all 
the basic facts needed. Here is informa- 
tion, from a business point of view, that 
answers such perplexing questions as: 


W hat is an automatic com puter? 

W hat can it do? 

How does it function? 

How is it programmed and operated? 

How are computer applications pre- 
pared ? 

How are they evaluated? 

How can the need for a computer be 
pinpointed? 

How can its use be justified? 


To know whether an automatic com- 
puter can be profitably used in your busi- 
ness, the computer’s functions, uses and 
limitations must be thoroughly under- 
stood. This book is intended to convey 
just such knowledge and to point out how 
to obtain profitable use of an automatic 
computer in business situations. Included 
are comparative data on available models, 
including costs, definitions of special 
terms as they are introduced, discussion of 
major analysis techniques, examples, and 
many helpful illustrations. 

Business systems today undergo con- 
stant review in order to reduce overhead 
and meet competition, and the automatic 
computer now offers revolutionary solu- 
tions to problems of business informa- 
tion-handling. This manual clears the 
mystery that seems to shroud these ma- 
chines and provides every reader with a 
firm basis for decision-making. 


* Published by D. Van Nostrand Company, 
Inc., Princeton, N. ]. $8.75. 


TAX PRACTITIONERS’ 
LIBRARY* 


Edited by Robert S. Holzman 


This Library consists of a number of 
practical studies prepared by recognized 
authorities. Each book treats a specialized 
but important problem raised by the IRC 
and is based on a thorough review of the 
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courts’ interpretation of the law and of 
the experience and litigation under it. 
The first three books in the series are: 

1. Arm’s Length Transactions by Rob- 
ert $. Holzman. This book shows how to 
recognize and avoid transactions executed 
at less than arm’s length and consequently 
how to avoid the often unintentional 
errors that may justify Treasury Depart- 
ment action. The book gives a full-length 
explanation of the circumstances under 
which the Treasury may reallocate items 
of income or expense and it provides the 
essential legal information for avoiding 
dangerous financial liabilities and for 
lanning a sound defense in any chal- 
lenged situation. The arguments ad- 
vanced to justify challenged transactions 
are set forth together with the courts’ 
reaction—favorable or unfavorable—in 
each instance. 

2. The Tax on Accumulated Earnings 
by Robert S. Holzman. This is the first 
book to examine fully the nature of the 
accumulated earnings tax; who is vulner- 
able, when, and why. Every argument 
ever raised in any litigated case to justify 
the retention of earnings is grouped and 
analyzed to indicate how its intended 
justification has withstood judicial exami- 
nation in the past. Decided cases are 
arranged according to industrial classifica- 
tion showing the extent to which the 
peculiar problems of the industry have 
been accepted as extenuating circum- 
stances. Specific suggestions for minimiz- 
ing the dangers of the tax are offered. 

3. Thin Capitalization by Martin M. 
Lore. This book exhaustively analyzes the 
problem of thin capitalization and gives 
practical counsel on how to avoid * tax 
traps without giving up benefits. The 
book considers the validity of capitaliza- 
tion, interest deduction, bad debt treat- 
ment, and stockholder guaranteed loans— 
the stepped-up basis for assets transferred 
to a corporation and the recognition of 
gain or loss on transfer. Leading cases are 
analyzed to show in each instance the 
amount and ratio of debt to stock. They 
are further examined in terms of the ratio 
test, evaluation of underlying assets, busi- 
ness purpose, and the interest test. 


* Published by the Ronald Press Company, 15 
East 26th Street, New York 10, N. Y. Each 
book $10.00 (available by subscription at 
$8.50). 


OTHER BOOK ENTRIES 


PROCEEDINGS OF THE 1957 ANNUAL 
CONFERENCE OF THE LIFE OFFICE 
MANAGEMENT AsSOcIATION. The Life 
Office Management Association, 110 
East 42nd Street, New York 17, N. Y. 
$8.00. 

ACCELERATED AMORTIZATION. By David 
A. Thomas. The Bureau of Business 
Research, School of Business Adminis- 
tration, University of Michigan, Ann 
Arbor, Mich. $5.00. 
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Disaster May Be Closer 
Than You Think! 





Robert D. Barnes, 
AFIA’s Manager for Australasia 


When you least expect it, fire or other catastrophe suddenly may 
threaten the financial security of your business overseas. 

Your strongest safeguard is a sound, modern insurance pro- 
gram skillfully planned by the experts of the American Foreign 
Insurance Association. Then you have insurance protection that 
is snugly fitted to the specific needs of your business and care- 
fully conforms to the requirements of foreign laws and regula- 
tions. You also have the assurance of professional service in all 
parts of the world through men like Mr. Robert D. Barnes, in 
Australia since 1946. 

For world-wide protection unsurpassed ask your agent or 
broker to discuss your problems with AFIA. 

















AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street * New York 38, New York 
CHICAGO OFFICE . . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DALLAS OPPICE once cece 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
LOG AINGREES GOP iio « 6 0 oo 0 0.0 b0'0 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . . Russ Building, 235 Montgomery Street, San Francisco 4, California 
WASHINGTON OFFICE . . . Woodward Building, 733 15th Street N.W. Washingron 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 


surety insurance companies providing insurance protection in foreign lands 











MERICAN WORKMEN today are pricing 
A themselves out of the market in the 
face of rising competition from foreign 
countries Roger M. Blough, chairman of 
United States Steel Corporation, told a 
luncheon meeting of the Cleveland Cham- 
ber of Commerce. Asserting that tariffs 
and other such expedients provide no 
permanent solution, Mr. Blough said 
“sooner or later we will have to face up 
squarely to one undeniable fact—that 
America, as a nation, is costing itself out 
of the market. 

“Raising the standard of living for 
everyone in this country, by producing 
more of the goods which everyone needs 
and wants is one thing,’ Mr. Blough 
said, “‘but raising the cost of producing 
those goods, so that the producer and his 
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It gives the basic and unchanging points 
on: Who should be the company nego- 
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implications are involved in pensions; 
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subjects to present at the bargaining table; 
how to avoid inconsistency in interpreting 
facts; what form to use to present facts. 
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Effect of Wage Increases Analyzed 


employes are placed at a competitive dis- 
advantage, is quite another thing. And 
when those who profess to speak in the 
interests of the American working man 
advocate raising wage costs as a means 
of increasing consumer purchasing power, 
they are seeking to perpetrate what is, in 
my opininon, the most dangerous hoax 
of our times. 

“They know that higher wage costs can 
only be met by higher prices, so that in 
the end no increase in purchasing power 
results. Meanwhile the ability of the 
American workmen to compete with their 
industrious counterparts abroad is further 
diminished, thus shrinking the market for 
American products and diminishing the 
number of available American jobs,” he 
reported. 

In discussing foreign competition, Mr. 
Blough declared that ‘‘we are going to 
have to compete with our foreign friends 
or else resign ourselves to the fact that 
America would soon be on its way to 
losing the industrial leadership it now 
possesses. 

“Yet if we are to be competitive—and 
remain competitive—we have today the 
greatest opportunity, and the greatest po- 
tential market for the products of our 
people, that we have ever had in our his- 
tory. With European production and 
standards of living rising at a rapid rate, 
millions of Western Europeans are eager 
to buy for themselves and their families 
all the luxuries of life that have become 
so commonplace to our people in Amer- 
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He pointed out “that the only practical 
way to keep foreign-made products from 
overcrowding our markets here at home 
is to compete on equal terms in quality, in 
price and in service; and that the only 
practical way to reach foreign markets 
successfully is to keep our costs—which 
means primarily our wage costs—com. 
petitive. 

“And right here is where I think that 
the American workman is being misled in 
a big way by some of his most vocal and 
most powerful leaders. 

“To me, then, the perpetrators of this 
hoax are labor's one-way philanthropists, 
They would take jobs away from our 
workmen here and give them to workmen 
abroad! And that kind of labor philan. 
thropy is my idea of economic crime on 
the waterfront!” 

In analyzing the problem of unemploy- 
ment, markets and competitive costs, Mr. 
Blough suggested that ‘“‘we as business. 
men must do everything in our power to 
maintain our technological advantage over 
foreign producers by replacing as rapidly 
as we can every obsolete and obsolescent 
machine, technique and facility we have, 
with new, better and more efficient meth- 
ods and facilities. 

“Government, too,” he said, “has a 
vital role in this task as I see it. If we are 
to maintain our technological superior- 
ity, then the Government must certainly 
re-examine some of our antiquated and 
misbegotten tax laws which discourage 
investment, penalize the productive use of 
wealth, and treat as taxable profits that 
which is really the excess cost of replacing 
our worn-out tools and equipment. 

“But despite all that we and the Gov- 
ernment may do to promote our com- 
petitive position, the final decision rests 
with the American workingman himself, 
and with his delegated leaders. For the 
fact remains that in the last analysis the 
only one who can fully protect the Amer- 
ican workman is the American workman 
himself. If he can keep wage costs from 
mounting while rising productivity brings 
our total costs into competitive balance 
with foreign costs, then truly I believe 
that he can expect to see the greatest era 
of prosperity our Nation has ever known. 

“But if, on the other hand, he permits 
the vast economic and political power 
that he now possesses to be used to force 
wage costs ever higher, then I am very 
much afraid that the great St. Lawrence 
Seaway—when it opens next year—will 
be nothing more than a one-way street 

. westbound!” 
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TOP LEFT 


James L. Peirce, president of Control- 
lers Institute of America, and vice pres- 
ident and controller of A. B. Dick Com- 
pany, Chicago, Ill., (right) presents the 
Control banner to John Wolf, control- 
ler, Wheelabrator Corporation, Misha- 
waka, Ind. Mr. Wolf is president of the 
newly chartered Michiana Control. Pres- 
entation was made during the Annual 
Meeting of Members of Controllers In- 
stitute held in conjunction with the 1958 
Midwestern Conference of CIA. 


CONTROLLER CAMERA 


LOWER LEFT 
Robert Spangler, secretary-treasurer, 
the Mountain States Telephone and 
Telegraph Company, Denver, Colorado, 
(left) also received the Control banner 
from Mr. Peirce for the newly char. 
tered Rocky Mountain Control. 


DIRECTLY BELOW 

Local Control officers and directors 
and national officers of Controllers In- 
stitute meet at the 1958 Midwestern 
Conference. 

SECOND BELOW 

The trustees of Controllership Foun- 
dation, research arm of Controllers In- 
stitute, are shown along with national 
officials at the meeting at French Lick 
Springs, Indiana. 

TOP LEFT—FACING PAGE 

Hans Todt (center, front row), comp- 
troller, Bristol Laboratories Inc., Syra- 
cuse, N. Y., chairman of the national 
Education Committee, shown with some 
of the Education Committee members 
who attended the meeting at French 
Lick Springs. 

CENTER LEFT—FACING PAGE 

Members of the 1958 Midwestern 
Conference Executive Committee and 
their wives are shown just before the 
banquet as they met to make plans for 
the activities that evening and for the 
closing day. 
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1957-58 president of the Control, and 
assistant secretary, Square D Company ; 





asurer, Z 

1e¢ and A. Gordon Patterson, president, Square D 

lorado Company; Speaker Ewan Clague; and 

banner T. D. Lyons, comptroller, Allis-Chalmers 

> char- Manufacturing Company, Milwaukee, a 
director of the Control. 

rectors 

ers In- 

vestern 

Foun. 

ers In- 

ational 

nh Lick 

comp- 

Syra- 

tional 

1 some 

a_i New York City ABOVE 

*renc ; 

Earl R. Uhlig (/eft), vice president and 
controller, the Martin Company, Balti- 
more, Md., and chairman of the Budget 

estern and Finance Committee of Controllers 
: -“ Institute of America, reviews the current 
w pe operating budget and the five-year fore- 
” aa cast with Institute president, James L. 
oe Peirce (center), vice president and con- 


troller, A. B. Dick Company, Chicago, 
Ill., and the Institute treasurer, Stuart W. 
McLaughlin (right), comptroller, West 
Virginia Pulp and Paper Company, New 
York. 





Milwaukee, Wis. ower RIGHT 


The Milwaukee Control of Controllers 
Institute of America honored its past 
presidents at the April 8 dinner meeting 
held at the University Club. The group 
was addressed by Ewan Clague, Commis- 
sioner of Labor Statistics, U.S. Depart- 
ment of Labor, Washington, D. C., whose 
subject was “The Consumer Price Index.” 

Those at the head table (/eft to right) 
were: James F. Magin, vice president and 
division manager, Square D Company, 
Milwaukee; A. J. Mayer, vice president 
and comptroller, Marshall and IIsley Bank, 
Milwaukee, immediate past president of 
the Control and currently serving as a di- 
tector at the Control and national level 
of CIA; James L. Peirce, national presi- 
dent of Controllers Institute and vice 
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Company, Chicago, Ill.; W. S. Olin, 
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(Continued from page 272) 


Questions the second study should an- 
swer are: 


. Potential annual sales volume; 

. Distribution channels; 

. New production facilities required ; 
. By-product sales ; 

. Effect on employment; 

. Procurement difficulties; and finally, 
. Can it be sold at a price to return a 
fair profit ? 


NAY BRWD 


Naturally, the final decision in matters 
such as this must be left up to the board 
of directors, but their decision can be 
strongly influenced by the thoroughness 
of the committee’s work. 

A permanent committee will also re- 
quire legal counsel in the area of patent 
infringement and patent application. Much 
time and money can be saved when the 
legal aspects are reviewed simultaneously 
with the review of the original idea. 

Finally, the permanent committee wil] 
require one other active member and that 
is the president himself. His presence will 
lend strength, vitality, and drive to the 
entire scope of committee activity. 

If research and development costs are 
allowed to run uncontrolled, working 
capital becomes depleted and tangible re- 
sults are very difficult to measure. Every 
project must be planned and scheduled out 
in advance, it must be followed through 
its progress, and the completion date 
must always be kept in mind not only by 
this committee, but by the research and 
development staff as well as the project 
people that are working on it. 


MAINTENANCE EXPENDITURES 

In most companies today, the Mainte- 
nance Department will rank with pro- 
duction and engineering as one of the 
basic departmental functions. Its activity, 
of course, can be influenced by the in- 
dustry it is in, but very few companies 
can depend entirely on outside mainte- 
nance work. 

So, too, does the budgeting of this ac- 
tivity rank with that of sales forecasting 
and research functions in importance. Be- 
sides the routine and preventive mainte- 
nance programs, this committee must be 
kept well informed of management's 
planning and thinking in terms of plant 
rearrangement, plant expansion or con- 
traction, and the introduction of new 
products into the line. 

The dollar amount expended by a 
company on maintenance programs is 
astounding. Thus, the influence of the 
maintenance function expressed through 
the maintenance expense budget must be 
given close attention by top management. 





An Approach to Practical Budgeting 







DEPARTMENTAL EXPENDITURES 

The departmental expense budget must 
be put together by many people. Some 
departments because of their small size 
can be budgeted easily by one individual, 
whereas the work in another department 
could be full-time duty by an individual 
for several weeks. 

An important tool of budgeting is tak- 
ing shape in the area of departmental ex. 
pense budgets in the form of a man. 
power budget. 

Manpower budgets are not new to 
budgeting since they were used quite ex- 
tensively during the last war but, once 
government reporting requirements were 
discontinued, so, too, were manpower 
budgets. Now, however, their impor- 
tance in the budgeting scheme is being 
renewed by industry itself independent 
of outside influences because of a desire 
to know where each employe is located, 
what he is doing, and why he is doing it. 
In brief, manpower budgeting can be- 
come closely aligned to job analysis. 

Simply stated, a manpower budget af- 
fords a once-a-year look by top manage- 
ment at its —- pool. —— pre- 
pared, the budget should indicate the 
number of employes by job classifications 
and programmed by department for each 
month during the budgeted period. Since 
it is management’s desire to utilize the 
skills of its employes to the fullest, mis- 
use of these skills can be disclosed in a 
budget of employe strength. 

The manpower budget, next, is con- 
verted to labor account distribution and 
merged into the departmental expense 
budgets. 


ASSEMBLY OF BUDGETED DATA 

Following completion of preparatory 
budget work with the various committees 
and departmental managements, the 
budget director must assemble the budg- 
ets into a working plan for presentation 
to top management. 

Assuming the basic budget schedules 
have the necessary departmental ap- 
proval, the financial plan presented to top 
management for its approval must be 
composed of the sales forecast, estimated 
income statement, estimated balance sheet, 
and estimated statement of application of 
funds. 

The estimated statement of application 
of funds can serve a dual purpose if pre- 
pared month by month rather than as an 
annual statement. It can serve both as a 
cash-flow or cash-requirements statement 
when beginning and ending cash balances 
are added and as a statement showing 
how funds will be provided and ex- 
pended. 
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Although the estimated balance sheet 
will show the company’s position a year 
hence, it is this type of statement that 
will afford a shrewd analyst a “‘picture 
window” view of the company in action. 

A company should be guided by defi- 
nite financial policies based on accepted 
fnancial standards. The final analysis of 
budget programs should definitely be re- 
viewed and analyzed by utilizing the fa- 
miliar financial and operating relation- 


ships. 


PREVENTIVE MAINTENANCE PHASE 
OF BUDGETING 

Once the financial budget has been re- 
viewed and accepted by management, the 
rogram is by no means completed. The 
budget director must continue on the job 
throughout the coming year, making him- 
self available, as well as the personnel 
that work with him, for continuous 
studies of budgeted performance versus 


actual performance. He should be at all 
times prepared to acquaint the president 
with the operating performance and make 
the necessary recommendations for im- 
provements. In many respects, the work 
of the budget director in this field can 
parallel that of the work of this man 
during the formation of the budget. 

No budget program will be successful 
unless it is planned out in detail prior to 
the start of budgeting activities. This op- 
eration is similar to that of a production- 
planning and control operation; that is, 
the scheduling and loading of the budget 
work must take place. As early as August 
of each year, provided one is budgeting 
on a calendar year, a schedule of due 
dates must be published. This schedule 
should include every step to be taken in 
the budgeting period. Once established, 
it should be followed rigidly because, if 
allowed to slip, the entire program be- 
comes ineffective. 
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BY TERRITORY—national, state-wide, city... by customer, class of outlet, 
product (including size or color range)—and by salesman. 


You get week to week, or month to month break-downs and comparisons in dollars 
or percentages, plus quarterly and year to year analyses. You quickly spot trends, pin- 
point weaknesses and measure advertising effectiveness of local and national campaigns. 


R & S can handle every sort of data processing—in any volume—CALL AN R & S 
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Aid to Education 

U.S. companies contributed an _ esti- 
mated $150 million during 1957 to the 
nation’s 1,800 colleges and universities. 
This represents five per cent of the col- 
leges’ total operating costs of $3 billion. 
For 1958, corporate support for higher 
education is expected to equal 1957 totals 
and perhaps to even show a slight in- 
crease. 


The Most Exclusive Club 

Forty-eight American companies did $1 
billion or more business in 1957 according 
to a UP tally. Seven new companies joined 
the club—R. J. Reynolds Tobacco Com- 
pany, Cities Service, American Can, IBM, 
United Aircraft, North American Avia- 
tion and General Foods. At the top of the 
list was General Motors with sales of 
$10.99 billion and at the bottom was 
General Foods with sales just above $1 
billion. 


This Electronic World 

A computer not much bigger than a 
typewriter and described as even simpler 
to operate has been announced by Ma- 
tronics, Inc., New York. Called the Mas- 








CONTROLLERSHIP INFORMATION SERVICE | 


oteA 


termind 1500, it rents for $400 to $500 
a month or can be bought for $8,000 to 
$15,000 depending on the model. It re- 
quires no special wiring, air conditioning 
or extensive installation, and occupies 18 
square feet, including the desk and the 
operator. Controlled through a set of keys 
much like those on an adding machine or 
typewriter, the machine can select from 
memory, post and tally in seconds the 
sales, inventory and in-process record for 
any one of 500 items. 


One year after the installation of the 
first electronic bank posting machine, the 
number of checking account records being 
kept electronically has climbed to 40.5 
million, according to an estimate made by 
the National Cash Register Company. 
NCR adds that a half million additional 
accounts are being converted to electronic 
posting each month. 


The consensus of delegates at an AMA 
electronics conference is that many who 
have bought or rented computers say their 
applications have not lived up to general 
expectations. They add, however, that 
there can be no turning back because the 


In response to an mquiry 


CONTROLLERSHIP FOUNDATION 


has compiled a list of selected references on 


FORMS CONTROL PROGRAMS 


PAMPHLETS 
“Engineering for Paperwork Control,” American 
Management Association, Office Management 
Series No. 143, 1956. 
“Forms Design and Control,” Systems and Pro- 
cedures Association of America, Workshop 
for Management 1955, p. 164+. 


PERIODICALS 

“Control of Forms,”’ John J. Hoy, Auditgram, 
December 1956, Vol. 32, p. 24+. 

“Clerical Cost Reduction and Control,” F. Ray 
Friedley, N.A.C.A. Bulletin, October 1953, 
Sect. 1. 

“Forms Control Programs,” Arthur W. Clark, 
Office, May 1955, Vol. 41, p. 71+. 


“Forms Control (Parts I and II),” Frank M. 
Knox, Office Executive, August 1957, p. 18-++. 





THE CONTROLLER....... ep 


“Manual 


Frank 
M. Knox, Office Management, January 1956, 
Vol. 17, p. 31+. 


“Forms Control Gives Cost Control,” 


BOOKS 


“Accounting Systems,’ John J. W. Renner and 


Ulrich J. Renner, International Textbook 
Co., Scranton, Pa., 1955. (Chapter: Design 
and Use of Business Papers and Forms.) 


Wallace B. 
Co., New 
in Office, 


of Business Forms,” 
Sadauska, Office Publications 
York, 1955, pp. 1941 (Bound 
May 1955, Part 2). 


“Modern Office Management,” C. L. Littlefield 


and R. L. Peterson, Prentice-Hall, Inc., 
Englewood Cliffs, N. J., 1956. (Chapter: 
Control and Design of Office Forms.) 
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preparation and adoption of an EDP gy 
tem includes the abandoning of traditional 
paperwork systems. Some major computer 
manufacturers are said to agree that sell. 
ing the machines today is more difficul 
because of increased demands being made 
by prospective users. 


Thompson-Ramo- Wooldridge Products 
Inc., has announced a new electronic com. 
puter and auxiliary equipment to control 
manufacturing processes in the oil refin. 
ing and other industries. The computer, 
no larger than an office desk, will supply 
completely automatic control of all con. 
tinuous and batch processes in certain in. 
dustries. The basic machine will sell for 
$98,000 while an installation complete 
with auxiliary control devices will run 
from $200,000 to $500,000. 


IBM has announced an electronic typ- 
ing calculator, designed primarily for in- 
voice and order preparation. Priced at 
approximately $5,600, the new computer, 
embodying magnetic core ‘“‘memory,’” can 
be programmed to retain automatically 
and type out total gross sales, taxes, ship- 
ping charges, invoice totals, or other se- 
lected accumulations for management te- 
view on a daily basis. 


In the last six years commercial in- 
stallations of electronic computers have 
gone from zero to 936 and represent $19 
million a month in rental or $3 billion 
in sales value. Orders for an additional 
1,716 computers are also on manufactur- 
ers’ books and it is estimated that 14,789 
companies are potential buyers of com- 
puters. 

e 


The Philco Corporation has used tran- 
sistors to make a computer no larger than 
a standard office desk but which is capable 
of all the calculations of the giant devices. 
The Philco computer may be plugged into 
a 110-volt outlet. 


Conversion Privileges 
on Group Insurance 

One provision of a state health insur- 
ance bill, recently signed by the Governor 
of New York, requires insurers to offer 
conversion privileges, available July 1959, 
on group hospital and surgical policies so 


that employes, whose employment is termi- | 


nated for any reason whatsoever, may con- 
vert their insurance to individual policies. 


Awards to Small Business Increase 
A gain of 22% in government put 
chases set aside exclusively for compett- 
tive awards to small business concerns has 
been registered by the Small Business A¢- 
ministration, according to Commerce 
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Clearing House. For procurement pur- 
ses, SBA defines a business as small if 
it is not dominant in its field and, together 
with its affiliates, employs fewer than 
500 persons, except in unusual cases. Set- 
aside programs are in operation in De- 
fense, GSA, AEC, Commerce, VA, Agri- 
culture, Interior and the Post Office. 


Automation at Work 

A tape-controlled milling machine has 
been put into operation by Lockheed Air- 
craft Company to build complex parts for 
planes. The device, developed by the Gid- 
dings & Lewis Machine Tool Company 
and equipped with an electronic control 
system designed by the General Electric 
Company, has been turning out parts for 
the F-104 Starfighter. Operating instruc- 
tions are recorded on magnetic tape and 
then transmitted electronically to the cut- 
ting tools. The tape can be re-used many 
times. 


After running down some 2000-plus 
leads on installations of digital electronic 
computer systems, Controllership Founda- 
tion has developed specific details on the 
systems (main frame and _ peripheral 
equipment with basic characteristics) ac- 
tually installed and in normal-run opera- 
tion in approximately 400 organizations 
in the United States, Canada, Great Brit- 
ain, and even a few in Western Europe. 

The ratio of response to the Founda- 
tion's concise reporting form was actually 
much higher—a great many of the con- 
cerns were good enough to let us know 
that, like Mark Twain’s reported death, 
reports of an actual installation were 
“greatly exaggerated.” 

In most cases of this type, computers 
were on order, or in process of installa- 
tion, or in the debugging or working-in 
stage, but not as yet processing an opera- 
tion on a normal-run basis. In other in- 
stances, the organizations themselves in- 
dicated that they did not consider their 
computing machines to be actual elec- 
tronic computer systems although some 
parts—usually the computing element— 
were electronically operated. 

In any event, the 400 organizations re- 
ported a total of several hundred different 
applications or distinct data-processing 
operations run on a debugged basis. Of 
these, 65 are given frequent mention and 
one most often cited is payroll: gross-to- 
net and check preparation. This is being 
Pfocessed on a normal-run basis by 77% 
of respondents in the manufacturing and 
Processing group; 40% of those in banks, 
insurance, finance and business services; 
58% in the public utilities, transportation 
and communications group; 75% of the 
gas and oil respondents; 14% of retail / 
Wholesale; 29% of government agencies; 
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Corporate Profits 

Reports for 2,474 companies show net 
income of $15.4 billion for 1957, an in- 
crease of one per cent, according to the 
First National City Bank of New York. 
Groups that registered gains in income in- 
cluded tobacco, shoe, drug, steel and auto 
companies. On the down side were tex- 
tiles, clothing, tire, paper, petroleum and 
building materials companies. 


Business Forecast 

Presidents of 109 companies, nearly 
three quarters of them among the 400 
largest U. S. industrials, predict that 
their own profits will rise 57.8% over 
present levels by 1962. Other five-year 
projections by the top executives for 
their own companies: sales up an aver- 
age 34.1%; invested capital up 27.2%; 
and number of employes up 15%. 


e SOME HARD-CORE FACTS ON EDP. «© «© «© « « 


as reported by CONTROLLERSHIP FOUNDATION’S research team 


and 64% of all others reporting. 

Volume 4* of the Business Electronics 
Reference Guide series published by the 
Foundation, in the Installations and Ap- 
plications Section, reports specific opera- 
tions processed and details about the 
computer systems of each respondent or- 
ganization. There is, in addition, a sum- 
mary tabulation of frequencies and a 
handy index to companies reporting each 
application. Other major topical sections 
of this encyclopedic volume are: 


Electronic Data-Processing Systems 

Commercial Digital Electronic Computing 
Centers 

Courses—Training Programs 

Conferences—Seminars 

Visual Presentations 


Annotated Publications—Periodicals: 


Pamphlets, Proceedings, Reports ; Books 
Topical Index to Published Material 


The section on computer systems re- 
ports engineering specifications and per- 
formance characteristics of digital elec- 


tronic systems commercially available. 
These data cover computer systems manu- 


factured in the United States and Western 


Europe and, in addition, a Japanese com- 
puter now on the market. An increase in 
the number of foreign-built systems is in- 
dicated as well as stepped-up scheduling 
of training programs and conferences. 
Worldwide acceptance of electronic data 
processing for business is further evi- 
denced by widespread facilities of com- 
mercial electronic digital computing cen- 
ters offering their services on a fee or 
rental basis in the United States, Canada, 
South America and Europe. 


* Edited by Peggy Courtney of the staff of 


Controllership Foundation. 











Announcing 
a digest of 


PRODUCTIVITY 
ACCOUNTING 
by 
Hiram S. Davis 


As a service to executives, desirous 
of keeping in touch with important 
business publications yet pressed for 
time, Controllership Foundation 
publishes a series of digests of im- 
portant business books. 


PRODUCTIVITY ACCOUNTING, 
published by the University of Penn- 
sylvania Press, presents a method for 
measuring the productivity of a busi- 
ness that is as useful in periods of 
rapidly changing prices as it is when 
prices are stable. An illustrative ap- 
plication of the method is given and 
the theoretical and practical diff- 
culties are considered. Five uses of 
the technique are then discussed: 


1. Over-all measure of the eff- 
ciency of a firm 
2. Analytical audit of past per- 


formance 

3. Budget control of current 
performance 

4, Common-price financial state- 
ments 


5. Measurement of initial distri- 
bution of the benefits flowing 
from gain (loss) in the firm's 
productivity. 


Copies of the 50-page digest 
available at $1.00 each from 


CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside 
Continental U. S. and Canada 


must be accompanied by remittance 
















TOP MEN ... 

Ray Nigro has been named president 
and a director of Motor Products Cor- 
poration, Detroit, Michigan; he had been 
treasurer and controller. 





MR. CUMMINGS 


PROMOTIONS .. . 

Edward K. Block has been appointed 
vice president of the United States Trust 
Company of New York, New York. . . . 
The election of Raymond J. Cantwell as 
comptroller of the Babcock & Wilcox 
Company, New York, was recently an- 
nounced. . . . Raymond W. Cummings 
is now secretary of Crouse-Hinds Com- 
pany, Syracuse, N. Y. . . . David Fergu- 
son was appointed controller of Copper- 
weld Steel Company, Pittsburgh, Pa. 

James J. Doyle was appointed director 
of finance of the Port of New York Au- 
thority, New York; Carl M. Wahlberg 
succeeds Mr. Doyle as comptroller. . . . 
J. P. Dragin has assumed the duties of 
executive vice president-finance and ad- 
ministration of the White Motor Com- 
pany, Cleveland, Ohio. 

The election of Russell T. Johnson as 








MR. DOYLE 


assistant treasurer of J. I. Case Company, 
Racine, Wis., was recently announced. 
. . . Irving Kaplinsky has become vice 
president of Stanley Home Products, Inc., 
Easthampton, Mass. . . . Victor A. May- 





MR. WAHLBERG 


nard was appointed controller of Filon 
Plastics Corporation, El Segundo, Calif. 
. . . George F. Plummer is now senior 
vice president of Dunlop Canada Limited, 
Toronto, Ontario, Canada. 

Lawrence S. Pricher has been elected 
chief financial officer of Foster Wheeler 


Corporation, New York. . . . Barbizon 
Corporation, New York, recently elected 
Leonard A. Stern as treasurer. . . . Ap- 


pointment of C. G. Tournay as assistant to 
the president of National Steel Corpora- 
tion, Detroit, Michigan, was recently an- 
nounced. . . . M. A. Thompson was made 
comptroller of Raybestos-Manhattan, Inc., 
Passaic, N. J. 

Willis T. Windle is now vice-president- 
finance of Mohasco Industries, Inc., Am- 
sterdam, N. Y. . . . Howard J. Yonkers 
was recently elected comptroller of Lone 
Star Gas Company and Lone Star Produc- 


CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CoN- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
August issue, we should be notified of your new address 
before July 1. Be sure to include your postal zone as well as 


your old and new address. 








THE CONTROLLER...... pee Ss 


eee eee eee JUNE 1958 





296 


MR. DRAGIN 





ing Company, a wholly owned subsidiary 
Dallas, Texas. . . . N. R. Althauser was 
appointed vice president of Aluminum 
Company of America, Pittsburgh, Pa, 


ADDITIONAL DUTIES .. . 

The following men have advanced ty 
the position of vice president and treas. 
urer of their respective companies: J, }, 
Clawson, Puget Sound Power & Light 
Company, Seattle, Wash... . Byron A, 
Jennings, Crown Drug Company, Kansas 
City, Mo. ...L. R. McDaniel, Dewey 
Portland Cement Company, Kansas City, 
Mo. ... James B. Pollard, Colonial 
Stores Inc., Atlanta, Ga. . . . Foster | 
Reed, Joy Manufacturing Company, Pitts. 
burgh, Pa... . Lawrence E. Walkley, 





MR. JENNINGS 


Westinghouse Air Brake Company, Pitts- 
burgh, Pa... . William C. Watson, 
Chesebrough-Pond’s Inc., New York. 


NEW CONNECTIONS .. . 


Ragner W. Anderson has become treas- 
urer of R-W Mfg. Co., Barberton, Ohio. 
. . . George D. Billock is now associated 
with McCall Corporation, New York, as 
treasurer. . . . L. S. Cline recently be- 
came controller of American Metal Cli- 
max, Inc., New York. . . . H. Steward 
Conklin, Jr., is controller of Burdine’s, 
Inc., Miami, Fla. 

Armando J. Garville recently became 
vice president of Smith, Kirkpatrick and 
Company, Inc., New York. . . . John C. 
Grace is affiliated with Consolidated Gen- 
eral Products, Inc., Houston, Texas, as 
vice president-finance. . . . Charles F. 
Hoell has the responsibility of controller 
of American Bosch Arma Corporation, 
Hempstead, N. Y. . . . N. J. Litherland 
was appointed financial vice president of 
General Binding Corporation, North- 


brook, Ill. . . . Edwin P. Madsen has 
been elected treasurer of F. C. Huyck & 
Sons, New York. . . . Intercontinental 


Hotels Corporation, New York, has made 
C. W. Nielsen its treasurer. 





WANTED: Old Freight Bills 


for conversion into unexpected refunds for your 
firm. Let our transportation experts analyze your 
freight costs. You pay only 50% of ACTUAL 
money recovered. For complete details write 


ATLAS TRAFFIC CONSULTANTS CORP. 
47-11 43rd Ave. Long Island City 4, N. Y. 
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MR. SCOTT 


COMPANY CHANGES .. . 

The Corn Products Refining Company, 
New York, announced the following 
changes recently: John W. Scott, Jr. has 
been appointed executive vice president 
of Corn Products Refining International ; 
succeeding Mr. Scott as comptroller of 
Corn Products Refining Company is How- 
ard C. Harder. Elmer H. Buss becomes 
treasurer succeeding Mr. Harder. 

Francis L. Dabney has been elected vice 
president and secretary-treasurer and Paul 
L. Smith controller of the Bullard Com- 
pany, Bridgeport, Conn. 


NEW APPOINTMENTS .. . 

Harold F. Ray has been appointed con- 
troller of the Ansco Division of General 
Aniline & Film Corporation, Binghamton, 


N.Y. . . . Edward B. Perry recently be- 
came treasurer of Coro, Inc., Providence, 
R. I... . Shulton, Inc., Clifton, N. J., 


has elected its vice president, William H. 
O'Brien, to its Board of Directors... . 
Herbert M. Kelton, vice president-finance, 
United States Rubber Company, New 
York, was elected to the Board of New 
York Air Brake Co. 


HONORS TO... 


James E. McMullen, partner in the in- 
vestment firm of Payson and Trask, New 
York, who recently received the Univer- 
sity of Denver Bizad Alumni Club Out- 
standing Alumni Award. The presentation 
of this award highlighted a banquet mark- 
ing the 50th Anniversary of the College 
of Business Administration. Mr. Mc- 
Mullen, who is a graduate of DU, also 
received the Alumni Distinguished Serv- 
ice Award in 
Business Administration faculty, 1935- 
1940, as instructor of accounting and con- 
trollership; as national president of the 
DU Alumni Association for two terms; is 
currently on the Alumni Association board 
of directors and is alumni representative 
to the DU board of trustees. 


SPEAKERS .. . 


_ Victor L. Persbacker, comptroller, Amer- 
ican Brake Shoe Company, New York, 
participated in the Ohio State University’s 
20th Annual Institute on Accounting re- 
cently held at Columbus, Ohio. His talk 
was on “Profit Planning.” . . . C. Rollin 
Niswonger, professor of Accounting, 
School of Business Administration, Miami 
University, Oxford, Ohio, presided at the 








MR. HARDER 


1951. He served on the | 








MR. DABNEY 


Morning Session of the same affair. He is 
also president of the American Account- 
ing Association. 

Theodore W. Fryou, treasurer and con- 
troller, Portland General Electric Com- 
pany, Portland, Oregon, spoke at Pacific 
University, April 24, on “Financial Man- 
agement Considerations.” oR 
Perkins, controller and assistant secretary- 
treasurer, Kearney & Trecker Corp., Mil- 
waukee, Wis., discussed ‘‘Lease or Buy’”’ at 
the May 1 meeting of the Philadelphia 
Control of Controllers Institute... . E. A. 
Carlson, controller, Johnson & Johnson, 
New Brunswick, N. J., speaking at the 
Bridgeport Control discussed “Manage- 
ment Planning and Control.” . . . Chester 
Shan, controller-treasurer, OMARK In- 
dustries, Inc., Portland, Oregon, was guest 
speaker on “Record-Keeping, Insurance 
and Taxes” at Portland State College. 





MR. PAUL SMITH 













MR. McMULLEN 


WRITERS . .. 

Articles by James L. Peirce, vice presi- 
dent and controller, A. B. Dick Company, 
Chicago, IIl., and president of Controllers 
Institute, and Paul Kircher, professor, 
University of California at L.A., appeared 
in ‘‘Readings in Management,” published 
by South-Western Publishing Company, 
Cincinnati, Ohio. The article by Mr. 
Peirce entitled “The Planning and Con- 
trol Concept’’ appeared in the September 
1954 issue of THE CONTROLLER. 





CONTROLLER EXCEPTIONAL 


Position and offer open with executive di- 
vision essential industry—top organization 
New York metropolitan area. Give full de- 
tails first letter. Replies confidential. 

THE CONTROLLER—Box D2328 
2 Park Ave. New York 16, N. Y. 





Now you can 





A. B. DICK 


DUPLICATING EQUIPMENT 


e Immediate use of cost-saving equipment 


e No capital investment 
e Cash flow advantages 


e Important tax advantages 


F=) A-B- DICK’ 


DUPLICATING PRODUCTS 


NOW YOU CAN 


LEASE 
BAB DICK 


equipment leasing. 





MAIL THIS COUPON TODAY! 


A. B. DICK Company 
5700 West Touhy Avenue, Chicago 31, Illinois 
Please send folder explaining many benefits of new A. B. DICK 


eeoeseeresese eee eeeeesseeeseeeeeseseeees 


C-68 














Name 
Free : Position 
folder : | Company 
gives all : Address 
the facts! ; City rt 


a State : 





> 
Seeeeeeeereseeeeeeeeeeeeee 








Wilson & Co., 


Do Your Storage 
Files “Stack Up” T 


STAXONSTEEL 


TRANSFER FILES? 


You too can save money, valuable floor space 
and increase record storage efficiency with a 
STAXONSTEEL installation. This unique file 
builds its own steel framework as you stack 
them to any height, side by side, conserving 
all space. Sturdy fibre-board files with steel 
framework, modern metal drawer pulls, at- 
tractive Bankers Gray fade-proof finish—your 
best solution to record stor- 

age problems. In five stock 

sizes: Legal Letter, 
Check, Tab Card and 
Freight Bill. 


2 for $10.70 
LETTER SIZE 
PREPAID s 

Slightly Higher in the West 





Write for Additional Information 


‘Sic BANKERS BOX CO. Dept. cosi 


ue’ 2607 North 25th Ave., Franklin Park, Ill. 


American Appraisals 
avoid losses due 
to under-insurance 


Continuous American Appraisal 
Service® prevents under-insurance by 
providing current valuation facts— 
based on records that command 
respect and are always available when 
proof is needed. 


The 
AMERICAN 
APPRAISAL 


Company ® 
leader in property valuation 


HOME OFFICE: MILWAUKEE 1, WIS. 





Chicago, Ill. 
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HE MISTAKEN BELIEF that the reliabil- 

ity of all financial statements is “in- 
sured’’ when associated with the name of 
a certified public accountant has led to 
the adoption of a new rule of professional 
ethics by the American Institute of Certi- 
fied Public Accountants. For the protec- 
tion of bankers and other credit grantors, 
the members of the AICPA have voted 
overwhelmingly to refuse to permit their 
names to be associated with financial 
statements which do not contain either an 
opinion or clearly worded disclaimer of 
opinion as to the fairness of the informa- 
tion contained in the statements. 

This means that those who must rely 
on financial statements for investment and 
loan decisions are now assured that every 
audit report signed by an AICPA member 
should show to what extent the CPA 
attests to the fairness of the data con- 
tained in the statement, or if he finds this 
impossible, will indicate why he has with- 
held his opinion. AICPA members who 
sign statements without expressing or dis- 
claiming an opinion will violate the new 
tule of professional ethics and be subject 
to suspension or expulsion from the na- 
tional organization. 

The move to require certified public 
accountants to assume this responsibility, 
which was already becoming expected of 
them by the business world, began in 
1949 when the AICPA issued Statement 
on Auditing Procedures No. 23. This 
statement recognized that many people 
believed that any financial statement pre- 
pared by a CPA could be relied upon to 
be fair. It, therefore, encouraged auditors 
to express an opinion or specifically dis- 
claim an opinion on all statements bear- 
ing their signature. 

Most certified public accountants vol- 
untarily complied with “Statement 23,” 
but a few impressive-looking audit re- 
ports containing financial statements, sup- 
plementary data, explanatory comments, 
descriptions of procedures followed, the 
auditor’s signature—everything buat an 
opinion—were submitted each year to 
management and later circulated among 
stockholders, bankers and other interested 
third parties. 

In the great majority of cases there was 
nothing factually wrong about these opin- 
ionless reports. Another CPA reviewing 
the statements would have recognized 
immediately that the auditor assumed no 
responsibility for the fairness of the in- 
formation in the presentation and he 
would have evaluated the report accord- 
ingly. But persons unaware of the fine 
difference between an opinion and a mere 
recital of auditing procedures often con- 
sidered the report to be a “certified finan- 
cial statement,” simply because it was 































































CPAs Adopt New Rule of Professional Ethics 
to Protect Credit Grantors 


signed by a CPA. 

The new rule also requires that unav. 
dited statements presented without com. 
ments on a member’s stationery or bound 
in his report covers be marked on each 
page of the report to show that the state. 
ments were not audited, which means the 
auditor assumes no responsibility for the 
fairness of the presentation. If the state. 
ments were prepared from the books with. 
out an examination of supporting evi- 
dence, the auditor now has the choice of 
either noting this in his written comments 
or marking each page of the report to 
show that the data were compiled without 
an audit. 


Corporate-Sponsored 


Education Grows 

Approximately 85% of the 349 largest 
corporations have some kind of educa- 
tional programs in which knowledge or 
skills are taught according to some prede- 
termined plan. This finding, along with 
others, was reported in a recent issue of 
the Teachers College Record, issued by 
Teachers College of Columbia University. 
The study noted that the 296 corporations 
carrying on educational programs employ 
6,391,717 persons and that the educa- 
tional budgets of many corporations “rival 
those of good-sized colleges and univer- 
sities.’ The companies’ expenditures per 
student ‘‘are not infrequently two and a 
half to three times the national average 
for colleges and universities.” 

The company-sponsored courses, which 
are offered both on company time and 
during nonworking hours, cover a wide 
range. Some programs are designed to fa- 
miliarize employes, particularly newcom- 
ers, with the intricacies of the industry or 
to prepare them for advancement. Others 
are intended to keep personnel and tech- 
nical and specialized areas abreast of latest 
developments. Many of these courses are 
on the graduate level, including some on 
the post-doctoral level. In addition, a 
large number of courses are for plant fore- 
men and supervisors and stress good man- 
agerial and human relations principles. To 
give the courses and other programs, the 
report noted, many corporations have spe- 
cial faculties which teach full or part time 
and are drawn from the companies them- 
selves or colleges and universities in the 
area. 

Asked about the comparative quality of 
the company-sponsored programs, one of 
the authors said that on the whole they 
“stack up remarkably well’ against col- 
lege and university programs. “Some are 
good and others are not so good, and the 
same holds true for college and university 
programs.” 
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Financial Intermediaries Survey 


Striking growth in the financial sector 
of the American economy and important 
gructural changes in the sources and uses 
of funds by financial institutions over the 
lyst 50 years are revealed in a research re- 
ort, “Financial Intermediaries in the 
American Economy Since 1900,” pub- 
lished for the National Bureau of Eco- 
nomic Research by Princeton University 
Press. Combined balance sheets for 20 

s of financial institutions for bench- 
matk years since 1900 form the founda- 
tion for an extensive new study of the 
complex role of finance in our economy. 
The institutions whose changing role in 
the economy are measured and evaluated 
are those that receive savings of house- 
holds, enterprises, and governments, and 
channel them into economic units need- 
ing outside funds. 

Probably the most significant simple in- 
dicator of the economic importance of fi- 
nancial intermediaries, in the viewpoint 
of the author, Dr. Raymond W. Gold- 
smith, is their share in national assets. In 
1900 this ratio was about one-ninth of na- 


tional assets, compared to one-twentieth in 
1960; in 1929 the assets of financial in- 
stitutions represented one-sixth of the 
combined assets of all independent eco- 
nomic units in the United States and a 
high point of one-fourth was reached in 
1945 after which a moderate decline 
brought the share to one-fifth in 1952. 
The outstanding change in employment 
of their resources by financial institutions 
was the spectacular increase in the share 
absorbed by the Federal Government. Dr. 
Goldsmith finds that the share absorbed 
by the Government increased from only a 
minor fraction of the total before 1912 
to one-fifth in 1939 and one-third in 
1952; this increase took the form of large- 
scale acquisitions of Treasury securities 
during the two wars and the thirties. 

From the observation of the trends dur- 
ing the last 50 to 100 years, Dr. Gold- 
smith suggests that total assets of these in- 
stitutions are likely to continue to increase 
fairly rapidly, and that their share in total 
national assets will increase but probably 
at a slower rate than in past years. 


Money-Handling Obsolete in 75 Years Say DFI Specialists 


Within 50 to 75 years, more than 200 
million Americans may conduct all their 
financial affairs without the use of cash, 
coins or checks, according to industrial 
design and electronic systems specialists 
G. M. Hunt and Patrick E. Lannan of 
Designers for Industry, Cleveland, Ohio. 

The amount of time necessary to change 
over our present bulky money-handling 
system is the only remaining barrier to 
use of the method. All typical components 
of such a system, it is stated, are already 
understood and can be built. 

Under the new monetary system, all bank 
deposits and withdrawals, all ‘‘charge” 
payments and all so-called “cash’’ pur- 
chases will be made with the use of indi- 
vidual “electronic pocketbooks,” and aux- 
iliary data-processing equipment used by 
employers, businesses and banks. 

Essentially, the system will work like 
this. The electronic pocketbook will be a 
laminated metal card, probably plastic 
coated, about the size of today’s driver's 
license. The card will contain a complex 
network of printed circuitry. This circuitry 
will form the basis of an electronic “me- 
ter,” showing the amount of dollars avail- 
able to the user. Deposits will send the 
meter up. Payments will send it down, in 
gradations as small as 1¢. 

Instead of a paycheck, wages will be 
posted” on the employe’s electronic 
pocketbook by the employer. The same 
machine which does this posting will be 
wired to a central bank clearing house, 
which posts a similar withdrawal on the 
corporate electronic pocketbook. The em- 
ploye can then use his card to the limit of 
his deposits in paying bills and making 
purchases. Each time he makes a purchase 
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or pays a bill, the correct amount will be 
“withdrawn”? from his card at the store 
where he is doing business. These data 
will be simultaneously transmitted to the 
bank clearing house, which electronically 
deducts the amount from his account. 

The new system, it is pointed out, will 
revolutionize every phase of financial ac- 
tivity. Checking accounts will be balanced 
out at electronic speed. Check forgeries 
will be a thing of the past. Embezzling 
from companies and corporations will be 
practically impossible. Accounting tabula- 
tions now handled in days will be accom- 
plished in a split second. 

Each card will contain, in addition to 
visible identifications, an invisible elec- 
tronically coded number. This number 
will be assigned to the user in all his 
transactions. Should the card be lost or 
stolen, an immediate stop can be placed 
on all withdrawals against that number, 
until electronic bank scanners can deter- 
mine if someone is attempting to use the 
card wrongfully. 

The system will be readily used by 
those who customarily pay their bills by 
mail from home. Placing the electronic 
pocketbook in a specially adapted tele- 
phone will transmit your code number, 
plus the amount you wish to pay via an 
individual audio frequency to the proper 
party. Payments can thus be made simply 
by dialing your creditor's number. 

Designers for Industry’s electronic ex- 
perts also point out the electronic pocket- 
book can easily be used to carry all forms 
of identification, including driver's li- 
cense, Social Security number and even 
voters’ registrations. 
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FTC and Antitrust Division Enforcement Up 


Mo VIOLATIONS of federal laws con- 
trolling competition in business were 
prosecuted by federal agencies in 1957 
than at any other time of recent record, 
according to Commerce Clearing House. 
Stepped-up activity by both the Federal 
Trade Commission and the Antitrust Di- 
vision of the Department of Justice were 
responsible for the enforcement upturn. 
According to the CCH study, the FTC 
set a postwar record by issuing 324 com- 
plaints and 213 cease-and-desist orders 
during calendar 1957. Respectively, these 
totals topped the 1956 figures by 46% 
and 13%. In the Antitrust Division, 56 
cases were filed, a record high for the 
past five years. Civil actions were taken 
in 30 of these cases, while criminal prose- 
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cutions accounted for the balance. Fines 
levied against violators reached an all- 
time high of $941,525 last year. 

Most of the cases filed by the Antitrust 
Division charged such offenses as price- 
fixing, customer allocation, and boycotts. 
Among the complaints filed by the Fed- 
eral Trade Commission during the year, 
52 charged price discrimination, 130 
charged unfair or deceptive practices and 
102 charged misbranding, false invoicing 
or false advertising of fur or wool prod- 
ucts. 

Voluntary compliance with the laws 
appears to be expanding. The FTC ac- 
cepted 1,706 assurances of discontinu- 
ances of unfair trade practices without re- 
sort to formal complaint. Another 140 
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CONTROLLER 
ASSISTANT OR DIVISIONAL 


Broad accounting and administrative back- 
ground national multiplant manufacturer in- 
dustrial, government, and consumer product. 
Nine years divisional controller top accounting 
responsibility plus other management assign- 
ments. Growth- and cost-conscious training 
available for improved opening. College, mar- 
ried. Buffalo, N. Y. area. Can relocate. Box 
2315. 


CONTROLLER-TREASURER 
Financial and management executive with broad 
and extensive experience in medium and large 
national firms at division and corporate level 
where presently employed. Versed in costs 
(heavy), government contracts, budgets, finan- 
cial controls, internal auditing, federal, state 
and local taxes. Professional systems and pro- 
cedures experience national CPA firm. Public 
and industrial accounting. Age 43. B.S. degree. 
Box 2326. 


CONTROLLER 


Qualified and experienced in management 
functions pertaining to general and cost ac- 
counting, systems and procedures, budgets and 
forecasts, government contracts renegotiations 
and price redeterminations. Job order experi- 
ence in electronic and precision machinery 
fields. Will relocate. Resume on request. Box 
2327. 


FINANCIAL EXECUTIVE 
Presently vice president and treasurer of a 
leading firm in international trade. Desires 
executive position with a responsible organ- 
ization. Box 2329. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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STATISTICIAN 


Man, 37, Ph.D., experienced to set up inte- 
grated data-processing system, business statis- 
tics, market research, sales forecasting and eco- 
nomic projections, financial and production, 
graphic presentation, control reports to top 
management. Desires staff or consultant posi- 
tion with industry or consultant firm. Box 
2330. 





CONTROLLER 

Twenty years’ practical experience in- 
creasing profits and returns on invest- 
ment in manufacturing companies utiliz- 
ing effective management planning and 
simplified budgetary and cost controls. 
Under 40, employed East Coast, seeking 
opportunity with progressive organiza- 
tion as control officer with complete 
responsibility for planned profit pro- 
gram. Prefer New York suburban area. 
Salary $15,000, minimum contract, in- 
centives based upon performance. Replies 
confidential. Box 2331. 











CONTROLLER-TREASURER 


Presently assistant to treasurer of a large manu- 
facturing company. Directly responsible for 
taxes, renegotiation, systems and procedures, 
data processing, forecasting, and special man- 
agement reports. Degree, accounting major, 
Previous experience public accounting and 
auditing. Age 35. Box 2332. 
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CPA FIRM will purchase entire practice or 
individual accounts N.E. area. Box 2307. 


matters were disposed of through stipula. 
tion whereby business firms signed agree. 
ments not to engage in practice consid. 
ered illegal by the Commission. Trade 
practice rules for 22 industries have been 
promulgated or revised by the Commis 
sion during the past two years, 

Appeals taken by litigants to the fed. 
eral Courts of Appeals in 1957 were de. 
feated by decisions upholding the Federal 
Trade Commission’s cease-and-desist op. 
ders, in whole or in part, in 13 out of the 
18 proceedings. 

The U.S. Supreme Court has sustained 
the Commission in all cases that it decided 
in 1957. The Court affirmed the FTC in 
three cases and refused to review 15 ap- 
peals from decisions of Courts of Appeal 
which were favorable to the Commission, 

Of the 30 civil actions concluded jp 
federal district courts, the Justice Depart- 
ment’s Antitrust Division won in 28 cases, 
20 of which were by consent decrees. Of 
the 31 criminal cases, the Government 
won 21, lost four by acquittal, and with- 
drew another before trial. The remainin 
cases were on appeal at the end of 1957, 

In seven Antitrust Division actions te- 
viewed by the Supreme Court, all were 
decided in the Government's favor. The 
Supreme Court refused to review two 
other cases in which decisions were favor- 
able to the Government, thereby making 
those decisions final. 


Bonuses Still Under 


Management Control 


The National Labor Relations Board 
ruled that voluntary bonuses paid to em- 
ployes are management's business and not 
subject to union control, under certain 
conditions. This is true if the bonuses 
have not been made a part of a union 
contract and if they are not withheld from 
union employes purely as a means of dis- 
couraging union membership. 

The case involved the Speidel Corpora- 
tion plant at Providence, R. I., which 
employs about 675 workers. Some 55 of 
these are skilled toolmakers who are 
unionized while the other employes are 
nonunion and their pay scale is well be- 
low the skilled level. Beginning in the 
1930's, the company paid a Christmas 
bonus to all employes and in the 1940's 
began to pay an Easter bonus, too; in 
1946, however, they paid the Easter bonus 
only to the nonunion employes and the 
union protested that this was an unfair 
labor practice. 

The NLRB noted that each time the 
bonus was paid, employes were notified 
that it was a voluntary bonus and, further, 
that the company’s decision to pay the 
bonus only to nonunion workers was not 
based on antiunion feelings but based on 
concern over the wide gap between the 
toolmakers’ wages and the production 
workers’ wages. 
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